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CURRENT
# SYMBOL SECURITY PRICEISHARE SHARES VALUE ~ GANLOSS ieour
FROMI CASH 75.000.00 3.3600%
Fo 7|1 A ALCOA $296250 2000 $5925000  $10234.32 7.9630%
T2 AXP AMERICANEXPRESSCO $555000 1000 $55500.00  $438484 745929
5BA  BOEINGCO 505620 1000 $5956200  $1247334  8.0051%
40 CITIGROUP ING 510000 3000 $153,00000  §$16483.32 20.5631%
5 CAT  CATERPILLARINC 333750 2500 §8343750  §78403  11.2140%
§ DD DUPONTEIDENEMOURS $44.6250 3200 §14280000  $21.03447 19.1923%
17 DS  WALTDISNEY CO A3750 4000 $16550000  $18374.34 222431%
74404950 $90.824.86  100.0000%
> gm%%EICKEEATERPILLAR ING — BUY NEV WEIGHT
gﬁkCREEs % 3 5'00 N C/'SH GENERATE / COMMIT
FROM| TOTALPURCHASE § 16,687.50 ORDERTYPE _H%KET S
e 2 apos
DIRECT TRADE L1
(] ADDTO BATCH ORDER
[ JTRANSMITORDER [ JCANCEL
703
710
FROM
FIG 7 CURRENT
# SYMBOL SECURITY PRICE/SHARE SHARES VALUE GAINLOSS e aHT %
CASH 831250 117
1M ALCOA 206250 2000 $59250.00  $1023432 7.9632%
2 AP AMERICANEXPRESSCO $555000 1000 85550000  $4384.84 74592
3BA  BOEINGCO 505620 1000 $5056200  $12473.34  8.0051%
40 CITIGROUP INC 50000 3000 $153.00000  $1648332 20.5631%
5 CAT  CATERPILLARING B3750 3000 §$10012500 $784023  13.4568%
§ DD  DUPONTEIDENEMOURS $446250 3200  §142300.00  $2103447 149.1923%
7 DS WALTDISNEY CO 43750 4000 $16550000  $18374.34 2224319
74404950 90,7486 100.0000%

FIG. 7

(CONT)
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FUNDAMENTAL RESTRICTIONS:
1<=33.33% SECURITIES LENDING
= 15% ILLIQUID SECURITIES
3 <=T5% ASSETS: <= 5% ANY ONE ISSUER
4 <=75% ASSETS: <= 10% OUT VOT SEC 1185U
5 <=25% ASSETS IN ONE PARTICULAR INDUSTRY
6 <= 300% ASSET COV: BORROW FROM BANKS
7ACT AS UNDERWRITERS
8 REAL ESTATE - PROHIBITS PURCHASE OR SALE
9 <55% PORTOFLIO VALUE = 1 ISSUER
10 <70% PORTOFLIO VALUE = 2 ISSUERS
11 <B0% PORTOFLIO VALUE =3 ISSUERS
12 <90% PORTOFLIO VALUE = 4 ISSUERS
13 EACH GOV AGEN/INSTRUM = SEP ISSUER
14 ALL SECU OF ONE ISSUER = ONE INVESTMENT

PROSPECTUS RESTRICTIONS:
110 OR MORE NON US COUNTRIES
2 <=15% NON US COMP/SIG US MKT
3>=80% US ISSUERS/PRIN MKT IS US
4 <=10%ADRs
5 <= 15% EQUIISSU EX US/CAN, NOT IN S&P 500
6 <= 10% NON CON DEBT RATED Ba/BB OR LOWER
7>=80% TECHNOLOGY COMPANIES
8 <= 33% FOREIGN SECURITIES
9>=80% FIXED INCOME (INCLU DERIVATIVES)

10 <= 25% HI GRAD CORP BOND & CRED DEF SWAP

>= 90% EQUITIES
10% FOREIGN INVESTMENTS
3= 10% FIXED INCOME

Jun. 2,2011 Sheet 9 of 34

32 >=80% EQUITIES IN S&P 500

33 >=80% EQUITIES IN RUSSELL 2000

34 >= 80% EQUITIES W MKT CAP < $1.5 BB

35 <=15% ASSETS IN SHORT SALES

36 >= 80% EQUITIES §100 MM - $2.5 BB MKT CAP

37 <=20% SHORT TERM DEBT

38 <= 50% FOREIGN SECURITIES

39 >=80% EQUITIES IN "EMERGING MARKETS"

40 >= 80% FIXED INCOME

41 <=10% HIGH YIELD BONDS

42 <= 30% SECUR DEMON IN FOREIGN CURRENCIES
43 >= 95% MONEY MARKET INSTRUMENTS

44 AVERAGE $-WEIGHTED TERM TO MATUR <= 90 DAYS
45 >= 80% LOWER AND MEDIUM CREDIT BONDS

46 >=80% INTER TO LONG TERM MATURITY BONDS
47 >= 80% LARGE CAP COMPANIES

48 <= 20% FOREIGN SECURITIES

49 <= 25% FOREIGN SECURITIES

50 <= 35% HIGH YIELD BONDS

51>=80% EQUITIES $1-52 BB OR RUSSELL MIDCAP
52 >=80% IN COMPANIES ENGAGED IN REAL ESTATE
53 <= 10% FOREIGN INVESTMENTS

SAI RESTRICTIONS: FUNDS MAY INVEST IN:
1§ WGTED AVG ALL FIX INC: AOR HIGHER
2 $DEM BK OB: $10 BBIL75/branUS

3 §DEM CD: §5BB US/$10 BB FORE

4 $DEM CDS: US/FOREIGN BKS

5 $DEM FOREIGN DEBT

6 $DEM FOREIGN SEC

7 §DEM OB: FORGOY, AG, INTLAG

8 $DEM SECURITIES ONLY

4 <= 25% FOREIGN INVEST/FORE CURR & NOT US TRAD 9 $DEMCORPDEBT:DOM/IFOREIG Baa/BBB

10 ADRs

6 NO LIMIT ON FOREIGN EQUITY AND DEBT SECURITIES 11 ARMs

7 <= 35% HIGH YIELD BONDS

8>=80% EQUITY/DERIV IN HEALTH SCIENCES

9 HEA SCI: >= 50% OF ASSET IN HEA SCI
20 HEA SCI: >= 50% GROSS INC/NET SALES HEA SCI
21>=80% COMMON STK IN RUSSELL MID CAP IND
22 <=15% FOREIGN EQUITY AND FIXED INCOME
23 <= 25% SECURITIES SOLD/HELD SHORT
24 >=65% COMMON STOCKS/RELATED SECURITIES
25 <= 35% FOREIGN SECURITIES
26>=NON US COMP W §3 BB MKT CAPS
27 <= 25% EMERGING MARKETS
28 NON US COMP: PRINCIPAL OFFICE EXUS
29 NON US COMP: PRINCIPAL TRADING MKT EXUS
30 NON US COMP: 50% REV OR MORE EX US
31 NON US COMP: 50% OR MORE ASSETS EXUS

11
12<
1
1
15 <=10% HIGH YIELD BONDS
1
1
1
1

12 ASSET BACKED SECURITIES
13 BANK OBLIG: 2 HIGHEST RATING CAT
14 BANK OBLIGATIONS

15 BANKER ACCEPTANCES

16 BORROW MONEY

17 BRADY BONDS

18 CASH/CASH EQUIV

18 CBOs

20 CDOs

21 CERTIFICATE OF DEPOSITS
22CLOs

FIG. 8A
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23 CLOSED END FUNDS

24 CMOs

25 COMM PAPER: RATE P1/A1-Aa/AA

26 COMMERCIAL PAPER

27 COMPANY: 50% MKT VALUE REAL EST
28 COMPANY: 50% REVIPROF REAL EST
29 CONVERTIBLE BONDS

30 CONVERTIBLE SEC: 10% MAXIMUM
31 CONVERTIBLE SECURITIES

32 CORP BONDS: § DEM

33 CORP BONDS: FOREIGN CURR DEM
34 CUSTODIAL RECEIPTS

35 DEBSE FORE ISS/FORE CUR Baa/BBB
36 DEBSEC< Ba/BB OR LOWER

37 DEBSEC<Baa/BBB

38 DEBSEC<Baa/BBB>C

39 DEBSEC<Baa/BBB>Caa/CCC

40 DEBT SEC Baa OR BBB OR HIGHER
41 DEBT SEC: LOW Baa/BBB 10% MAX
42 DEBT SEC: LOW Baa/BBB 15% MAX
43 DEBT SEC: LOW Baa/BBB 35% MAX
44 DEBT SEC: LOW Baa/BBB 5% MAX

45 DEBT SEC: UNSECURED 5% MAX

46 DEBT SECURITIES

47 DEFERRED INTEREST BONDS

48 DIVIDEND PAYING COMMON STK

49 EDRs

50 EMERGING MARKET DEBT

51 EQUITY FOREIGN ISSUER - FORE EXCH LIST
52 EQUITY FOREIGN ISSUER - US EXCH LIST
53 EQUITY LINKED SECURITIES

54 ETFs

55 EUROBONDS

56 EVENT LINKED BONDS: 5% MAX

57 FIRM COMMITMENTS

58 FOREIGN COUNTRY DEBT>= Baa/BBB
59 FOREIGN DEBT IN FOREIGN CURRENCY
60 FOREIGN SECURITIES

61 FOREIGN SECURITIES: 10% MAX

62 FOREIGN SECURITIES: 25% MAX

63 GDRs

64 HIGH YIELD BONDS

65 HY NON-CONV: 5% ASSETS MAX

66 ILLIQUID SEC

67 INDEX LINKED SECURITIES

Jun. 2,2011 Sheet 10 of 34
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68 INDEXED SECURITIES

69 INSTRU SUPRANAT IN FOREIGN CUR
70 INVERSE FLOATERS

711P0s

72 JOINT VENTURES (EQUITY INTERESTS)
T3 LLCs (EQUITY INTERESTS)

74 LOAN PARTICIPATIONS

75 MONEY MARKET INSTRUMENTS

76 MONEY MKT OF MONEY MGR

77 MORTGAGE BACKED

78 MORTGAGE DOLLAR ROLL TRANS

79 MORTGAGE RELATED SECURITIES
80 MULTINATIONAL COMPANIES

81 MUNIS

82 NONCONV FIX INCOM IN FOREIGN CUR
83 OPALs

84 OPEN END FUNDS

85 PARTNERSHIPS (EQUITY INTERESTS)
86 PASS THROUGH SECURITIES

87 PIKs

88 PRECIOUS METALS RELATD SEC

89 PREFERRED SECURITIES

90 PRIVATE PLACEMENTS

91 REITs

92 REITs: EQUITY

93 REMICs

94 REPO

95 RESET OPTIONS

96 RESTRICTED SECURITIES

97 REVERSE REPO

98 RIGHTS

99 RIGHTS UP TO 5% OF ASSETS

100 SEC OF AFFILI INVEST COMPANIES
101 SEC OF OTHER INVEST COMPANIES
102 SECUR OF ISSUR DOMICILED EX US
103 SEMI-GOVERNMENT SEC

104 SHORT TERM CORPORATE DEBT
105 SHORT TERM INSTRUMENTS

106 SMALL CAP STOCKS

107 SPDRs

108 STANDBY COMMITMENTS

109 STEP COUPON BOND

110 STRIP BONDS

111 STRUCTURED NOTES

112 STRUCTURED PRODUCTS

FIG. 8B
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113 TENDER OPTION BONDS

114 TRUST CERTIFICATES

115 TRUSTS (EQUITY INTERESTS)

116 UNSEASONED COMP(<3 YRS HIST)
117 US GOVT SECURITIES

118 VARI/FLO RATE SEC: 2 HIGH RAT CAT
119 VARI/FLOATING RATE SECURITIES
120 WARRANTS

121 WARRANTS - 5% MAX NON UNIT/SEC
122 WARRANTS - UP TO 10% OF ASSETS
123 WHEN ISSUED

124 YANKEE BONDS

125 ZEROS

126 ZEROS UP TO 10% OF ASSETS MAX

SAIRESTRICTIONS: FUNDS MAY ENGAGE IN:

{ CAPS (OPTIONS)

2 CASH SET OPT ON EQUITY IND SWAPS
3 CASH SET OPT ON INT RATE SWAPS
4 COLLARS (OPTIONS)

5 CON SEC NO BK OBLG LIM

6 FLOORS (OPTIONS)

7 FOREIGN CURR SPOT TRANSACTIONS
8 FOREIGN CURRENCY K

9 FORWARD CURRENCY K

10 FORWARD FOREIGN CURRENCY K
11 FORWARD K

12FUTK - CURRENCY

13FUTK - FINANCIALS

14 FUTK - INTEREST RATES

15 FUTK - SECURITIES

16 FUT K - STOCK INDEX

17FUTK - US TRADED

18 FUT KIOPT FUT K - DOMIFOR

19 FUT KIOPT FUT K - FOREIGN EXCH
20 FUT KIOPT FUT K - US EXCH

21 FUTURES

22 LEND SECURITIES FOR CASH MGMT
23 OPT: FOREIGN CURR

24 OPT: FUT K - CURRENCY

25 OPT: FUT K - INTEREST RATES

26 OPT: FUTK - SECURITIES

27 OPT: FUT K - US TRADED

28 OPT: INTEREST RATE INDEX

29 OPT: INTEREST RATES

30 OPT: STOCK INDEX FUT K

31 OPT: YIELD CURVE

32 OPTION MAX: AGG PREM 5% MAX
33 OPTION MAX: VALUE 20% ASSETS
34 OPTIONS

Jun. 2,2011 Sheet 11 of 34
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35 OPTIONS ON FUTURES

36 OPTIONS ON SWAPS

37 PUR P/C STKIND TRAD EXCHIOTC

38 PUR PUT & CALL OPT. SEC INDEX

39 PUR PUT & CALL OPT: SECURITIES

40 PUR/SELL SPREAD TRANSACTIONS

41 PURMWRIT COV PUT/CALL CURRENCY
42 PURMWRIT COV PUT/CALL FUT K

43 PURMRIT COV PUT/CALL SECURITIES
44 PURMRIT COV PUT/CALL STOCK INDEX
45 PUR/WRIT COV PUT/CALL YC OPT

46 PUR/WRIT PUT/CALL - FOREIGN EXCH
47 PURMRIT PUT/CALL - US EXCH

48 PURMWRIT PUT/CALL FOREIG CUR FUTK
49 PURMRIT PUT/CALL FOREIGN CURREN
50 PURMWRIT PUT/CALL FOREIGN SEC

51 PURMRIT PUT/CALL FOREIGN STK IND
52 PURMRIT PUT/CALL SECURITIES

53 PURMRIT PUT/CALL STOCK INDEX

54 PURCHASE SECURITIES ON MARGIN
55 SH SALE AG BOX <15% ASSETS

56 SHORT SALES

57 SHORT SALES AGAINST BOX

58 SPREAD TRANS: 5% ASSETS MAX

59 SWAPS

60 SWAPS: CREDIT DEFAULT

61 SWAPS: CURRENCY

62 SWAPS: CURRENCY EXCH RATE

63 SWAPS: EQUITY INDEX

64 SWAPS: INTEREST RATE

65 SWAPS: INTEREST RATE INDEX

66 SWAPS: TOTAL RETURN

67 WRITE COVERED CALL

68 WRITE SECURED PUT OPTIONS

SAIRESTRICTIONS: FUNDS MAY NOT INVEST IN:
1 BRADY BONDS

2 FUTURE CONTRACTS

3I1SSUE SENIOR SEC

4 LOAN PARTICIPATIONS

5 OPTIONS ON FUTURE CONTRACTS
6 OPTIONS ON SECURITIES

7 PRIVATE PLACEMENTS

8 RESET OPTIONS

9RESTRICTED SECURITIES

10 REVERSE REPOS

11 SWAPS

12 VARI/FLOATING RATE SEC

13YC OPTIONS FIG. 8C
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TRADE ROUTING RULES DATABASE

S1102

TOFIG. 11
(CONT)

DATA

1104

o= ][ SUBADVISORROVTNGLOOP |~ (SN
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Figure 19
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Figure 20
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Figure 21
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UATINC.
TRUST SHAREHOLDER SAVINGS - VARIOUS EXECUTION COSTS
EXECUTION COSTS / HAREHOLDER SAVINGS AT,
ANNUAL TURN/EFFECTIVE TURN - EXECUTION COSTS PER
TRUST SETS  ANNUAL SHARES TRADED SHARE: 1.00 GENTS
AXAEQADVISORSTRUST ~ $38.7 BB 3.25 CENTS / SHARE %35.8 MM
52% TUR1N7/7 182300 TUR 24BPS
GREAT WEST MAXIM §3.5BB 283 CENTS / SHARE %3.2 MM
46% TUR;I\; 5/ W% TUR 10.05BPS
ING INVESTORS TRUST $15.2 BB 2.31 GENTS / SHARE %12.7 MM
81% TURB\! é %781 % TURN J8BPS
ING PARTNERS TRUST $9.78B 1.87 CENTS / SHARE é$3.2 MM
56% TUR5I§ 5/ |1\/|4|\%00 TURN 298PS
ING VARIABLE TRUST $0.8 BB 2.93 CENTS / SHARE %1.3 MM
100% TUI%\IO/ '\%&3% TURN 16.26 BPS
JNL SERIES TRUST $5.3BB 3.00 CENTS / SHARE %6.6 MM
70% TUF%IE)I O/ R/I 6|\¢/1|% TURN 1242 BPS
METLIFE SERIESTRUST ~ $12.7BB 3.29 CENTS/ SHARE $15.9 MM
80% TUR% 0/ RA 7,\%% TURN 1251BPS
PACIFIC LIFE SERIES TRUST  $18.9BB 2.6 GENTS / SHARE $}15.0 MM
64% TUR%\I 2/ ngS% TURN 94 BPS
TADIATRUST $13.9BB 73T CENTS/ SHARE %12.9 MM
84% TURgI%J d !1\/1 8,\%"0 TURN J0BPS
TAIDEX TRUST $6.7 BB 3.29 CENTS / SHARE 6.6 MM
56% TUF}{I\?J 5/ [1\/1 9{41% TURN 10.00 BPS
TAPREMIER TRUST $1.08B 3.63 CENTS / SHARE _}0.8 MM
46% TUR5\18/ I\}I &3% TURN 54 BPS
TAATST $124 BB 3.14 CENTS / SHARE $8.9 MM
54% TUFSJ%I 0/ M ’a% TURN 719 BPS
VANGUARD $228 BB 3.26 CENTS / SHARE $96 MM
30% TUF%NY/ élEZ;% TURN 493 BPS
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UAT INC.
AXAEQADVISORS TRUST
~ Fund Savingsat Bps (yrs?

FUND Equity Assets  $0.0100 3 5 10
EQ/ALLIANCE COMMON STOCK $9,544,061,017 §5499,920 0.0576% 0.1730% 0.2885% 0.5778%
EQ/ALLIANCE GROWTH AND INCOME  $2,945.661.448 §2150290 0.0730% 0.2192% 0.3655% 0.7324%
EQ/ALLIANCE INTERNATIONAL §2.908,706,533 $1.797459  0.0616% 0.1855% 0.3094% 0.6197%
EQ/ALLIANCE LARGE CAP GROWTH  §1,084,968184 §884.006 0.0815% 0.2447% 0.4081% 0.8179%

I
EQ/ALLIANCE SMALL CAP GROWTH  $1,186,076,948 $1,955185 0.1648% 0.4953% 0.8269% 1.6607%
EQ/ARIEL APPRECIATION I $8,800,422 84565 0.0519% 0.1557% (0.2596% 0.5199%
EQ/BERNSTEIN DIVERSIFIED VALUE ~ $3,384,894,280 $1908,036 0.0564% 0.1692% 0.2822% 0.5651%
EQ/B0STON ADVISORS EQUITY INCOME ~ $351.157,637 95,953,153 1.6952% 5.1724% 8.7685% 18.3059%
EQ/CALVERT SOCIALLY RESPONSIBLE  §72.186,794 §15074  0.0209% 0.0627% 0.1045% 0.2090%
EQ/CAPITAL GUARDIAN GROWTH $288,290,179 $139,181  0.0483% 0.1449% 0.2416% 0.4838%
EQ/CAPITAL GUARDIAN INTERNATIONAL $903 942,832 $§232,360 0.0257% 0.0771% 0.1286% 0.2573%
EQ/CAPITAL GUARDIAN RESEARCH  $1,014,200,971  $526,839  0.0519% 0.1559% 0.2600% 0.5207%
EQ/CAPITAL GUARDIAN US EQUITY  $1.125,.258,703 $496,627  0.0441% 0.1325% 0.2209% 0.4422%
Ny
§

/
/

EQ/EVERGREEN OMEGA §183,521,896 $394,271  0.2148% 0.6459% 1.0788% 2.1692%
EQ/FI MID CAP 329,503,604 $3,405,775  0.2562% 0.7705% 1.2874% 2.5914%
EQ/FI MID CAP VALUE 1670919,567 $1,841,669  0.1102% 0.3310% 0.5523% 1.1077%
EQ/GAMCO M&A $28,354530 $0 0.0000% 0.0000% 0.0000% 0.0000%
EQ/GAMCO SMALL COMPANY VALUE  §515,487,003 §373,124  0.0724% 0.2173% 0.3624% 0.7262%
EQ/INTERNATIONAL GROWTH §71,562,554 $0 0.0000% 0.0000% 0.0000% 0.0000%
EQ/JANUS LARGE CAP GROWTH §348,036,345  §180,374 0.0518% 0.1556% 0.2594% 0.5195%
EQ/JPMORGAN VALUE OPPORTUNITIES ~ $590,377,574  $620,643 0.1051% 0.3157% (0.5267% 1.0563%
EQ/LORD ABBETT GROWTH AND INCOME  §36,036,775 $159  0.0004% 0.0013% 0.0022% 0.0044%
EQ/LORD ABBETT LARGE CAP CORE $25,948,219 $0 0.0000% 0.0000% 0.0000% 0.0000%
EQ/LORD ABBETT MID CAP VALUE §119,642,657  §26410 0.0221% 0.0662% 0.1104% 0.2210%
EQMARSICO FOCUS $2,762,365,908 $1,862,582 0.0682% 0.2046% 0.3412% 0.6836%
EQMERCURY BASIC VALUE EQUITY  $2.721029,640 $2,979,284  0.1095% 0.3288% 0.5487% 1.1003%
EQMERCURY INTERNATIONAL VALUE_ §1.377,985,653 §373.193  0.0271% 0.0813% (0.1355% 0.2712%
EQIMFS EMERGING GROWTH COMPANIES ~ 891,935,789 $1,524,287  0.1709% 0.5136% 0.8574% 1.7222%
EQ/MFS INVESTORS TRUST §334.166,185 §201.151  0.0862% 0.1987% (.3313% 0.6638%
EQ/MONTAG & CALDWELL GROWTH §306,921,52  §214.038 0.0697% 0.2094% (.3492% 0.6996%
EQ/ITCW ADVISORS TRUST $297.491,133 §71,006 0.0239% 0.0716% 0.1194% 0.2389%
EQ/UBS GROWTH AND INCOME §165,864,516  $105,372 0.0635% 0.1907% 0.3180% 0.6371%
EQ/VAN KAMPEN COMSTQOCK §104,336,286 $0  0.0000% 0.0000% 0.0000% 0.0000%
EQ/VAN KAMPEN MID CAP GROWTH $48,252,946 $0 0.0000% 0.0000% 0.0000% 0.0000%
EQWELLSFARGOMONTGOMERY SMALLCAP ~ §13,290,731  $42,056  0.3164% 0.9523% 1.5922% 3.2097%
TOTAL §38,761,246,711 $35,818,178  0.0924% 0.2775% 0.4629% 0.9279%
WEIGHTED AVERAGE

POTENTIAL FUND SAVINGS 0.0924%

FIG. 24A
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SYSTEM AND METHOD FOR FACILITATING
UNIFIED TRADING AND CONTROL FOR A
SPONSORING ORGANIZATION’S MONEY

MANAGEMENT PROCESS

[0001] This application is a continuation of U.S. applica-
tion Ser. No. 12/700,218, filed Feb. 4, 2010, which is a con-
tinuation of U.S. application Ser. No. 11/783,690, filed Apr.
11, 2007, now U.S. Pat. No. 7,685,057, which claims the
benefit U.S. Provisional Application No. 60/791,209, filed
Apr. 12,2006, and U.S. Provisional Application No. 60/899,
393, filed Feb. 5,2007, all of which are herein incorporated by
reference in their entirety.

BACKGROUND
Field of the Invention

[0002] The present invention relates to the management
and trading of investment portfolios and, in particular, to a
system, method, process, software and standards for facilitat-
ing a sponsoring organization’s unified trading and control of
a money management process.

[0003] More particularly, an embodiment of the present
invention provides a system (e.g., a hosted application),
method (organization of activity), process (division of
responsibilities), software (computer based systems), and
standards (systems, connectivity and protocols) supporting a
real-time process inclusive of computer interfaces, order
entry, compliance analysis, market impact analysis, order
routing discretion, execution cost and quality analysis, trade
processing, communications engines, communications net-
works, and communications protocols that facilitate central-
ized portfolio management, directed brokerage control, and
direct and automated compliance monitoring, and creates
substantial and recurring savings for shareholders in mutual
funds and beneficiaries in institutional investment accounts
such as pension plans. This system (referred to as the unified
trading and control system), method, process, software, and
standards are applicable to registered mutual funds, non-
registered mutual funds, and institutional investment portfo-
lios and could be, for example, utilized by: (1) insurance
companies with single or multi-manager sub advised variable
insurance, mutual fund, and defined contribution portfolios;
(2) mutual fund companies utilizing sub advisors for manag-
ing their mutual fund offerings, education funding, and
defined contribution portfolios; (3) defined benefit plan pen-
sion funds, trusts, and endowments that utilize externally
managed or unaffiliated money management services; (4)
large company investment portfolios and separate accounts of
insurance companies that utilize outsourced or unaffiliated
money management services for their institutional invest-
ment accounts; and (5) non-registered mutual funds such as
hedge funds, group annuities, and collective investment funds
that utilize outsourced or unaffiliated money management
services.

DEFINITIONS

[0004] For purposes of describing the present invention,
FIG. 1 lists components of the present invention and com-
pares the corresponding terminology used in the investment
products within the registered mutual fund, unregistered
mutual fund, and institutional investment portfolio markets.

Jun. 2, 2011

FIG. 1 shows that similar structures and responsibilities in
various product categories have different names.

[0005] As used herein, the terms “advisor” and “board of
trustees” in the context of registered and non registered
mutual funds can be considered the equivalent of the “admin-
istrator” and “board of trustees” in the context of pension
plan, endowment, or trust investment portfolios; the term
“sub advisor” in the context of registered and non registered
mutual funds can be considered the equivalent of a “money
manager” or “externally managed” in the context of pension
plan, endowment, or trust investment portfolios; and the term
“sub account” in the context of a variable insurance product
can be considered equivalent to a “mutual fund” in a defined
contribution plan (such as a 401(k) product) and a pension
plan’s “account” with a money manager. In addition, the retail
investors (for example, the individual persons whose personal
accounts aggregate and are commingled into the assets com-
prising a fund’s investment portfolio) are referred to as
“shareholders™ in registered and unregistered mutual funds
and as “beneficiaries” in institutional accounts, pension
plans, etc. It is important to note that the advisor or adminis-
trator and associated board of trustees (boards) have a fidu-
ciary responsibility to the shareholders and beneficiaries to
properly control (minimize) fund and plan operating
expenses, as these expenses reduce the returns (performance)
of the investment portfolios to these same fund shareholders
and plan beneficiaries. The use herein of any of these terms, as
shown in FIG. 1, implies a similar underlying method and
process applicable across registered mutual funds, unregis-
tered mutual funds, and institutional investment portfolios.

BACKGROUND OF THE INVENTION

[0006] “Sub advised” assets utilize asset management ser-
vices from asset managers (also referred to as “sub advisors”
or “money managers”) that are external or unaffiliated with
the organization that is responsible for sponsoring the invest-
ment product, such as an insurance company, pension plan, or
other financial institution. Many large and small financial
institutions outsource, in part or whole, the responsibility of
managing money for their investment portfolios to outside
organizations in order to capitalize on the expertise of the
asset management organizations and to enable the financial
institutions to focus on their core competencies. The approxi-
mate assets in the investment industry by various markets,
along with their sub advised assets, are summarized in Table
1 below.

TABLE 1

Investment Industry Assets

Sub
Advised/

Total Externally
Industry Date Assets Managed Source
Variable December 2005  $1.3 TR $360 BB NAVA, FRC
Insurance
Mutual Funds  December 2005 $10.1 TR $865 BB  ICL FRC
Pension Plans ~ December 2006  $4.7 TR $3.6 TR P&I

[0007] As an illustration, insurance companies offering
variable annuity products usually provide between thirty and
sixty investment options (“sub accounts” or “funds”) to retail
investors for purposes of implementing an investor’s asset
allocation strategy. These investment options are similar to
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mutual funds in legal structure and operations and are
required by the SEC to register as mutual funds. An insurance
company (functioning as the “advisor”) usually contracts
with anumber of mutual fund companies or institutional asset
management firms to provide asset management services as a
“sub advisor” (or asset manager or money manager) for these
mutual fund-type investment options (called “sub accounts”
in variable insurance products). A single mutual fund com-
pany or institutional asset management firm may sub advise
(manage) between one and five of the thirty to sixty invest-
ment options available to retail investors in a single variable
insurance product (such as a variable annuity).

[0008] The sub advisor is paid according to an annual fee
schedule based on assets in the fund or investment portfolio.
The sub advisor is paid to manage the assets (determine which
securities to hold in the fund or portfolio and make related buy
and sell trading decisions), but is not required to provide
client service and administrative functions such as opening
and closing client accounts, processing contributions and
withdrawals on behalf of clients, processing movement of
funds between sub accounts (as an investor buys and sells
funds within the annuity product), handling calls and special
service requests from clients, maintaining client addresses,
providing tax reporting to clients, and printing and mailing
client statements. Thus, in a sub advisory relationship, the
client service and administrative functions (including exten-
sive back office system processing required to support these
functions) are provided through the sponsoring organization
(advisor) for the investment product, such as an insurance
company, pension plan, or other financial institution (and not
the sub advisor). A sub advisor’s fee for managing the fund or
account may vary with the type of assets, the selected invest-
ment strategy, and the size of the investment portfolio, but an
annual fee of 0.50% (fifty basis points or one-half of one
percent) on assets is fairly common.

[0009] The trading of stocks and bonds by sub advisors in a
sub advised fund or investment account is a complex process.
The sub advisor (mutual fund company and/or money man-
agement firm) not only controls the selection of the stocks and
bonds to buy and sell, but also controls where and how each
trade is executed (within regulatory requirements). Thus, the
sub advisor utilizes “step out trades,” whereby the sub advisor
(mutual fund company) executes the trades by directing them
to their preferred trade execution brokers, who then “steps
away” from any clearing and settlement responsibility for
these trades. Clearing and settlement of these trades, in turn,
become the responsibility of the custody firm (such as State
Street, Mellon/BONY/Pershing, or Schwab) selected by the
insurance company, pension plan, etc. to custody (hold) secu-
rities and cash for benefit of the fund or plan. Likewise,
pension funds, certain mutual fund companies, hedge funds
and other such entities and/or products as shown in FIG. 1
may also utilize a money management structure and trading
process similar to a variable insurance product’s sub advised
structure.

[0010] When trading securities, as a general process, asset
managers (money managers) often incur additional trading
costs that are over and above the cost of the trade alone. For
example, referring to FIG. 2, asset managers 201 (such as
mutual fund companies or institutional asset management
firms) usually maintain a network of approximately twenty-
five executing brokers 202 (including broker-dealers (such as
Merrill Lynch, Morgan Stanley, or UBS Paine Webber), mar-
ket makers (such as Knight Capital or Schwab Capital Mar-

Jun. 2, 2011

kets), exchanges (such as the New York Stock Exchange or
NASDAQ), electronic communication networks (ECNs)
(such as INET or TRAC), direct market access (DMA) ven-
dors (such as Lava Trading, Sonic or UNX), and block trading
systems (such as LiquidNet or Premier)).
[0011] Executing brokers 202 are often selected for the
additional services (beyond executing the trade) that they can
provide to the asset manager 201 (mutual fund company or
institutional asset manager). The cost of these additional
goods and services from executing brokers 202 (such as com-
pany and market research, market data feeds, trade analytics,
and software) is added over and above the trade’s cost of
execution and results in a higher trade cost than what would
otherwise be incurred by the fund or investment portfolio.
Thus, a trade may have an execution cost of $0.01 (one cent)
per share and have an additional $0.025 cents (two and one-
half'cents) per share added to resultin a total execution cost of
$0.035 (three and one-half cents) per share. Since many asset
managers trade billions of shares per year, these additional
few cents per share in trade costs cumulatively create a sub-
stantial pool of revenue for the asset manager. The costs for
these additional services utilized by the asset managers 201
(referred to as “soft dollars™) are paid for by the shareholders
or beneficiaries through lower returns (lower performance) of
their funds or accounts. This utilization of “soft dollars,” as
illustrated in FIG. 2, is not only a long-standing industry
practice, but these additional trading costs are not included,
for example, in the operating expenses of a mutual fund (such
as a quoted 1.10% annual operating expense) that are dis-
closed in the fund prospectus. As such, a fund’s trades are
often directed to executing brokers 202 as to maximize the
benefits received by the mutual fund company or institutional
asset manager 201.
[0012] Anexemplary process 200 for trading by asset man-
agement firms, which generates “soft dollars,” is shown in
FIG. 2 and described below in the following steps corre-
sponding to the arrows and their adjacent reference numerals
shown in FIG. 2:
[0013] 211) Asset management firm (or money manager
or sub advisor) 201 contracts with executing broker 202
for research.
[0014] 212) The executing broker 202 sends the research
to the asset management 201.

[0015] 213) The executing broker 202 presents the
invoice to the asset management firm 201 for confirma-
tion.

[0016] 214) The asset management firm 201 records the

invoice into a soft dollar administration system 203.

[0017] 215) The asset management firm 201, through the
soft dollar administration system 203, derives the trade
obligations for paying the invoice.

[0018] 216) The asset management firm 201 directs
trades to the executing broker 202 to generate sufficient
commission volume to offset the costs associated with
the confirmed invoice.

[0019] 217) The executing broker 202 reports the trade
executions and associated trading costs back to the asset
management firm 201.

[0020] 218) The asset management firm 201 updates the
soft dollar administration system 203.

[0021] 219) The executing broker 202 confirms payment
of the invoice to the asset management firm’s soft dollar
administration system 203.
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[0022] The practice of adding to the cost of trading of
securities to create “soft dollars” is also a common practice in
sub advisory relationships, where money managers (asset
managers) are hired (and paid an annual fee) to manage pools
of assets that belong to external or unaffiliated products or
organizations. Furthermore, the sub advisory contracts with
the sponsoring organization usually contain a clause that
eliminates any requirement that “soft dollar” costs incurred
by a specific fund (and its shareholders or beneficiaries) ben-
efit the fund or account paying the additional “soft dollar”
costs for their trades. As such, a sub advised fund or account
can pay additional costs for services that do not even benefit
the shareholders or beneficiaries paying the additional “soft
dollar” expense.

[0023] In fact, most shareholders in mutual funds are not
aware that a fund’s trading costs are in addition to the fund’s
annual operating expense (as disclosed in the prospectus)
and, as such, serve to lower the performance (return) of their
funds. These same fund shareholders are also usually not
aware that the mutual fund companies and institutional asset
managers are using the additional “soft dollar” costs for
trades in their mutual funds as a vaguely disclosed and unac-
countable pool of cash to offset the money manager’s oper-
ating expenses in order to increase their corporate profits.

[0024] Overall, the current process utilized by sub advisors
to direct trades in order to generate “soft dollar” revenue is
overly complex, expensive to sharcholders and beneficiaries,
and requires that the sponsoring organization (such as the
insurance company) surrender control over order execution
cost, the selection of executing brokers, and pre-trade com-
pliance with regulatory requirements, even though the insur-
ance company (as the sponsoring organization) retains pri-
mary regulatory (SEC) responsibility for the funds (as the
advisor for regulatory purposes) whose assets are being
traded. In essence, the insurance company responsible for
regulatory compliance is notified of the trades only after their
execution, usually well after the close of the trading day.
Pension plans and other entities utilizing sub advised portfo-
lio management, in a manner similar to the insurance com-
panies, employ a similar structure and experience similar
challenges.

[0025] FIG. 3 illustrates a current process 300 for trading
by sub advisors 301 (e.g., money managers) in a sponsoring
organization’s 304 (e.g., insurance company) investment
portfolios (sub accounts). Typically, the complex process
shown in FIG. 3 occurs for each trade (usually ten to twenty
trades per day per fund) in each of the thirty to sixty invest-
ment portfolios (sub accounts) offered by a sponsoring orga-
nization (such as a variable annuity product).

[0026] The process 300 in FIG. 3 works in the following
steps corresponding to the arrows and their adjacent reference
numerals shown in FIG. 3:

[0027] 310) The sub advisors 301 direct orders (trades)
to their preferred network of executing brokers 302
(shown as “Bs”) as a single buy or sell order or may
break up an order into smaller orders for execution
among several brokers. The motivation to break orders
up among several brokers can be driven by a sub advi-
sor’s desire to remain anonymous in the market (as no
single broker can discern the sub advisor’s overall
investment strategy), the specific strengths of each
executing broker, and/or the desire to use the fund assets
to generate soft dollars.
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[0028] 311) The executing broker(s) 302 execute (fill)
the orders and the sub advisor 301 is notified electroni-
cally that the trade has been executed along with the
price per share. The data for each trade, such as number
of shares, price per share, total value, execution costs,
and contra broker, is transmitted through a number of
electronic data repositories.

[0029] 312) The executing broker(s) 302 also report the
trade fill data to a number of industry organizations and
this data is transmitted to the custodial firm 303 for the
sponsoring organization’s 304 assets.

[0030] 313) After the close of trading, the custodial firm
303 for the sponsoring organization’s 304 assets sends a
file of the day’s activity and holdings for each fund and
investment portfolio to the sponsoring organization 304.

[0031] 314) In their overnight processing cycle 305, the
sponsoring organization 304 reconciles all activity and
holdings for updating account values and in preparation
for the next day’s trading activity.

[0032] These trades are usually executed at an average cost
3.00 cents to 3.50 cents per share. The back office system,
through the overnight batch processing cycle, will reconcile
the trades, calculate updated portfolio account values or fund
NAVs (Net Asset Values), and subsequently update the hold-
ings and values for each client investing in their products. An
insurance company (as advisor for regulatory purposes) may
implement some form of compliance review during the rec-
onciliation process. Most importantly, the sponsoring orga-
nization 304 has little, if any, control over the sub advisor’s
301 choice of executing broker 202 and the associated addi-
tional costs incurred by their funds or accounts through the
use of soft dollars. Likewise, the sponsoring organization 304
has no opportunity to review the trades for compliance with
prospectus and regulatory requirements until hours after the
close of the market or the next day (when trade issues and
errors are more expensive to address and correct). Overall, the
current process was established decades ago when the sub
advised industry was in its infancy and, despite its impressive
current assets, has never been restructured to recognize that
the true beneficiaries of this entire process should be the fund
shareholders and plan beneficiaries whose hard earned dol-
lars constitute the assets in these investment portfolios.

BRIEF SUMMARY OF THE INVENTION

[0033] Anembodiment of the present invention provides a
system (e.g., referred to as the unified trading and control
system), method, process, software, and standards that sim-
plify the sub advisor (money manager) trading process,
increase control over the trading process by a sponsoring
organization, and substantially lower trading costs on a recur-
ring basis for the shareholders and beneficiaries investing in
the funds and investment portfolios. In particular, the present
invention provides a superior trading and control method for
the sub advised industry. The system, method, process, soft-
ware, and standards of the present invention address a number
of existing shortcomings in the current trading and opera-
tional processes in the sub advised industry, resulting in sub-
stantially lower trading expenses on a recurring basis,
improved performance, a more simplified operational model,
and superior compliance oversight. The benefit of these lower
trading expenses, by regulatory requirement, must pass
directly to the fund shareholders (retail investors) in these
funds and plan beneficiaries in the form of lower trading
expenses. The lower trading expenses result in improved
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investment performance for the funds and plans, thereby
attracting additional investments for the sponsoring organi-
zation. Further embodiments of the invention provide similar
systems, methods, processes, software, and standards for the
defined contribution market, 529 plans, hedge funds, collec-
tive investments, deferred compensation plans, institutional
accounts, separate accounts of insurance companies, defined
benefit pension plans, endowments and trusts.

BRIEF DESCRIPTION OF THE DRAWINGS

[0034] FIG.1is atable that defines the terminology utilized
in a number of investment industry products across numerous
markets in registered mutual funds, non-registered mutual
funds, and institutional investment portfolios.

[0035] FIG.2 is a schematic diagram illustrating a prior art
process for trading by asset management firms (or money
managers or sub advisors) that generates “soft dollars.”
[0036] FIG. 3 is a schematic diagram illustrating a conven-
tional process for trading by asset managers in sub advised
investment portfolios.

[0037] FIG. 4 is a schematic diagram illustrating an exem-
plary process for facilitating a sponsoring organization’s
money management process as the sponsoring organization
receives trade orders from the sub advisor and selects the
executing brokers, according to an embodiment of the present
invention.

[0038] FIG. 5is a schematic diagram illustrating an exem-
plary system and method for facilitating a sponsoring orga-
nization’s money management process utilizing a standard
trading system, messaging engine, communications protocol,
and communications network, according to an embodiment
of the present invention.

[0039] FIG. 6 is a schematic diagram illustrating an alter-
native exemplary system and method for facilitating a spon-
soring organization’s money management process utilizing a
standard messaging engine, communications protocol, and
communications network, according to an alternative
embodiment of the present invention.

[0040] FIG. 7 is a schematic diagram illustrating an exem-
plary order entry system and process, according to an
embodiment of the present invention.

[0041] FIGS. 8A, 8B, and 8C illustrate exemplary logical
rules in terms of regulatory, prospectus, and board restric-
tions, and requirements for a real-time compliance engine, as
implemented by an operating fund trust.

[0042] FIG. 9 is a schematic diagram illustrating the num-
ber and types of restrictions for a plurality of investment
portfolios along with an exemplary computer process for
implementing a compliance engine for an investment portfo-
lio, according to an embodiment of the present invention.
[0043] FIG.101is a schematic diagram illustrating an exem-
plary order management system (OMS), according to an
embodiment of the present invention.

[0044] FIG.11is a schematic diagram illustrating an exem-
plary high touch—low touch engine (HLE) system and pro-
cess, according to an embodiment of the present invention.
[0045] FIG.121is aschematic diagram illustrating an exem-
plary price—cost—Iliquidity—quality engine, according to
an embodiment of the present invention.

[0046] FIG. 13 is a schematic diagram illustrating exem-
plary component modules of a trade reconciliation system,
according to an embodiment of the present invention.

[0047] FIG. 14 is a table that compares and contrasts the
responsibilities of the sub advisor according to the prior art
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and according to an embodiment of the system of the present
invention along with a comparison ofthe overall impact of the
present invention, according to an embodiment of the present
invention.

[0048] FIG. 15 is a list of exemplary sponsoring organiza-
tions offering variable insurance products.

[0049] FIGS. 16A and 16B are a list of exemplary money
management firms (mutual fund companies) that currently
provide or potentially could provide sub advisory services to
sponsoring organizations through registered mutual funds,
unregistered mutual funds, and institutional investment
accounts.

[0050] FIG. 17 is a list of exemplary firms providing order
management systems (OMS).

[0051] FIGS. 18A and 18B are a list of many exemplary
executing broker firms providing trade execution services.
[0052] FIG. 19 is a schematic diagram illustrating an
embodiment of the present invention in which a plurality of
sponsoring organizations and a plurality of sub advisors
(money managers) utilize a plurality of order management
systems (OMSs) to execute orders with a plurality of execut-
ing brokers.

[0053] FIG. 20 is a schematic diagram illustrating an
embodiment of the present invention in which a sub advisor
utilizes a plurality of manager order management systems to
execute orders for a plurality of funds or investment portfolios
with a plurality of executing brokers.

[0054] FIG. 21 is a schematic diagram illustrating an
embodiment of the present invention in which a plurality of
sponsoring organizations and a plurality of sub advisors
(money managers) use a standard order management system,
communications engine, communications protocol, and com-
munications network to execute orders with a plurality of
executing brokers.

[0055] FIG. 22 is a schematic diagram illustrating a use
case analysis of an exemplary implementation of a system,
method, process, software, and standards for facilitating the
unified trading and control of a sponsoring organization’s
money management process, according to an embodiment of
the present invention.

[0056] FIG. 23 is a table providing a compilation of
research demonstrating exemplary savings available to fund
trusts (groups of funds) showing the name of the fund trust,
the total assets of the fund trust, the current execution costs for
trading (in cents per share), the annual turnover rate for the
trust, the effective (total) turnover rate for the trust, and the
number of shares traded in 2005 by the trust. FIG. 23 also
shows the exemplary annual savings in millions of dollars and
basis points (b.p.) of annual savings realized by the fund trust
at execution costs of 1.00 cent per share. The data for this
table was compiled from documents filed by each fund trust
with the SEC, including the prospectus, annual report, and
statement of additional information.

[0057] FIGS. 24A, 24B, 24C, and 24D are tables providing
a compilation of research calculating exemplary annual sav-
ings for four popular fund trusts (group of funds) and the
individual funds (with their sub advisor) comprising the trust,
showing the annual cost savings (at an execution cost of 1.00
cent per share) both in dollars and percentages. FIGS. 24 A-D
also show an exemplary beneficial effect of the annual com-
pounding of these recurring savings fora 1, 3, 5, and 10 year
period.

DETAILED DESCRIPTION OF THE INVENTION

[0058] An embodiment of the present invention provides a
unified trading and control system. F1G. 4 illustrates an exem-



US 2011/0131151 Al

plary sub advisor (money manager) trading process 400
according to an embodiment of the present invention. The
following numbered steps correspond to the arrows and their
associated reference numerals shown in FIG. 4.

[0059] 410) The sub advisor 301 (or money manager) for
each investment portfolio provides the changes (buy and
sell orders) in the sub advised fund or investment port-
folio to the sponsoring organization 304 (acting as the
advisor or administrator) as to the sub advisor’s deci-
sions regarding, for example: (1) employing the daily
net cash contribution or withdrawal (a decision usually
made prior to the opening of trading); (2) changing the
percentage, share, or dollar allocations of each security
in the investment portfolio (decisions that can occur at
the beginning of and throughout the day); (3) changing
how the current model (the percentage allocation by
security totaling to 100%) compares to the target model;
and (4) other money management and trading decisions.

[0060] Once these decisions (and the resulting orders) are
determined by the sub advisor or money manager 301, the sub
advisor calculates the resulting number of shares to buy or sell
for each security and communicates the desired orders to the
sponsoring organization 304. (As needed, selected orders
could be executed or “worked” by the sub advisor 301 accord-
ing to criteria agreed to by the sponsoring organization and
sub advisor.)

[0061] 411) The sponsoring organization 304 maintains
(separate and apart from the sub advisors 301) its own
group of relationships with executing brokers 302. The
sponsoring organization routes the orders to executing
broker(s) 302 of their own choice for execution, thereby
enabling the sponsoring organization 304 to seek out
and utilize the lowest cost source of execution, and
thereby completely eliminate the “soft dollar” charges
(and the resulting additional expense to the fund share-
holders and plan beneficiaries) incurred when the sub
advisor is directing the trades. Through an embodiment
of the present invention, the sponsoring organization
304 is able to select executing brokers 302 providing the
lowest possible execution cost (which presently could be
one cent or less per share) consistent with regulatory
requirements for Best Execution (best share price),
thereby generating additional savings for the fund share-
holders and plan beneficiaries and improving fund per-
formance.

[0062] 413) The executing brokers 302 report the trade
fills back to the sponsoring organization 304.

[0063] 414) The sponsoring organization reports the
trade fills back to the sub advisor 301.

[0064] The sponsoring organization 304 also has, in an
embodiment of the present invention, the option of imple-
menting a pre-trade compliance review and an immediate
post execution review to ensure the trade is compliant with
prospectus, SEC, and board requirements. If the trade is not
compliant with these regulatory requirements, the sponsoring
organization 304 (as advisor for regulatory purposes) is able
to prevent the order from being executed or immediately
address any violations following execution (rather than wait-
ing until the next day as in the prior art).

[0065] FIG. 4 illustrates the areas of operational responsi-
bility according to an embodiment ofthe present invention, as
summarized in Table 2 below.
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TABLE 2

Areas of Operational Responsibility

Sub Advisors 301 Create Buy and Sell Orders

Execute or “Work™ Orders per Agreed Criteria
Maintain Network of Executing Brokers

Select Executing Brokers for Orders

Seek Lowest Cost Execution

Maintain Order Routing Table

Eliminate “Soft Dollars” from Trade Costs

Pass Savings Through to Shareholders or
Beneficiaries

Single and Comprehensive Compliance System and
Methodology for all Sub Advisors to Utilize for
Trading

Pre and Post Trade Compliance Review Option
Execute Trades at Lowest Possible Cost

Sponsoring
Organizations 304

Executing Brokers

302 Compete: Cost, Coverage, Liquidity, Technology
and Service
[0066] Anembodiment ofthe present invention is shown in

FIG. 5 as exemplary process 500, whereby the sponsoring
organization utilizes a standard system along with a plurality
of other sponsoring organizations to implement a standard
method and process that enables the sub advisors and execut-
ing brokers, through the creation of a single operational struc-
ture with one sponsoring organization, to easily and rapidly
duplicate that same operating structure with a plurality of
sponsoring organizations across multiple industries. This
standardization eliminates the extraordinary potential for
unmanageable complexity created for sub advisors and
executing brokers as a multiplicity of sponsoring organiza-
tion select and implement their own individual method and
process utilizing a wide variety of vendors, systems, proce-
dures, communications engines, communications protocols,
and communications networks.

[0067] FIG. 5 illustrates the exemplary process 500 accord-
ing to an embodiment of the present invention. The process
500 works in the following steps corresponding to the arrows
and their associated reference numerals shown in FIG. 5.

[0068] 510) A plurality of sub advisors 301 direct orders
to the sponsoring organization 304 through the commu-
nications network 502.

[0069] 511) The sponsoring organization’s order man-
agement system 503 receives a plurality of orders from
the sub advisor.

[0070] 512) The sponsoring organization’s order man-
agement system 503 utilizes a communications engine
504 that incorporates a communications protocol 505
that translates each order into a usable format.

[0071] 513) Each order is directed to the compliance
engine 506 that reviews the order with respect to pro-
spectus, board, and SEC regulations and requirements.

[0072] 514) If a violation occurs (Violation=Yes), the
order is routed to the sub advisor 301 for further evalu-
ation and review.

[0073] 515)Ifaviolation does not occur (Violation=No),
the order is routed to the order management system
(OMS) 503, which, utilizing the communications
engine 504 and communications protocol 505, translates
the order into a format acceptable to the executing bro-
kers 202.

[0074] 516) The sponsoring organization’s order man-
agement system 503 routes the order to the executing
brokers 202 through the communications network 502.
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[0075] 517) The executing broker 202 receives the order
and executes the trade.

[0076] 518) The executing broker 202 sends the trade fill
report to the sponsoring organization 304 and sub advi-
sor 301 through the communications network 502.

[0077] 519) The sponsoring organization 304 receives
the trade fill report.

[0078] 520) The sub advisor 301 receives the trade fill
report.

[0079] The standard system 501 for facilitating the spon-
soring organization’s 304 unified trading and control of their
money management process consists of the following com-
ponents in an integrated format: order management system
503, communications engine 504, communications protocol
505, and communications network 502. An alternative
embodiment of the present invention with an alternative stan-
dard system 507 consists of the following components in an
integrated format: order management system 503, communi-
cations engine 504, and communications protocol 505.

[0080] An alternative embodiment of the present invention
is shown in FIG. 6 as exemplary process 600, whereby the
sponsoring organization 304 utilizes a variance on the com-
mon standard system with other sponsoring organizations to
provide a standard method and process that enables the sub
advisors 301 and executing brokers 202, through the creation
of a single operational structure with one sponsoring organi-
zation, to easily and rapidly duplicate that same operating
structure with a plurality of sponsoring organizations across
multiple industries. The likelihood of increasing compatibil-
ity of systems over time, and increased industry acceptance of
the system of the present invention, could potentially ease the
standardization requirement and allow these additional
options to become feasible. The standard system 601 and 602
comprises the following standard components in an inte-
grated format: communications engine 504, communications
protocol 505, and communications network 502. An alterna-
tive embodiment of the standard system 601 consists of a
communications engine 504 and communications protocol
505. Finally, it is conceivable that, over time, communica-
tions integration across the industry evolves to the point
where the standard consists solely of a communications pro-
tocol 505.

[0081] The present invention, in the embodiments illus-
trated in FIGS. 4, 5, and 6, provides a simpler process, lower
trade execution costs, and enhanced trade compliance,
whereby the sponsoring organization (the advisor with direct
regulatory responsibility for the investment portfolios), not
the sub advisor or money manager, controls where and how
the trades are executed (the order flow) on behalf of their fund
shareholders and plan beneficiaries.

[0082] 1. Exemplary System and Process of the Present
Invention
[0083] The present invention provides a system, method,

process, software, and standards for achieving a desired
social utility of creating significant and recurring cost savings
(and the resulting improved investment performance) for
fund shareholders and plan beneficiaries.

[0084]

[0085] An exemplary system is based on a number of com-
ponents and includes an order entry system, compliance
engine, order management system, a high touch—Ilow touch
engine, a price—liquidity—cost—quality engine, trade rec-

A. System
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onciliation system, communications engines, communica-
tions protocols, and communications networks, as further
described below.

[0086]

[0087] FIG. 7 is a schematic diagram illustrating an order
entry system and process 700, according to an embodiment of
the present invention. The process 700 works in the following
steps corresponding to the arrows and their adjacent reference
numerals in FIG. 7.

[0088] 725) The order entry system is a computer-based
graphical user interface (GUI) and associated software
program(s) that can be customized to fit the preference
of the individual portfolio manager and his or her per-
sonal style of managing money. (The individual who is
the portfolio manager for the investment portfolio is
typically an employee of the mutual fund company or
institutional asset manager acting as sub advisor.) The
order entry GUI 701 displays, among other data, the
investment portfolio’s total value, cash, and securities
along with the number of shares, share price, and dollar
value of each position 702. FIG. 7 shows an exemplary
order entry GUI 702 providing this exemplary data. The
order entry system provides important functionality in
two respects:

[0089] a) Daily Net Cash: The order entry system provides
data on the daily net contribution or withdrawal of cash from
the investment portfolio, and enables the portfolio manager to
implement decisions such as maintain this cash, sell specific
securities to cover any net withdrawal, buy certain securities,
buy/sell the current model, buy/sell the target model, or buy/
sell as to move the current model closer to the target model.

[0090] b) Order Execution Options: The order entry system
provides options for the order type for each trade, for
example: market, limit, good to closing, and fill or kill. Also,
the system can allow a portfolio manager to freeze a security’s
current shares, that is, exclude the security from any and all
future trading.

[0091] 726) The portfolio manager utilizes the order
entry system to implement the buy and sell orders for
securities through the creation of a trade ticket 703. The
responsibility for entering the buy and sell orders into
the order entry system remains with the sub advisor (the
portfolio manager or their associated trading desk/op-
erations group) in an embodiment of the present inven-
tion. FIG. 7 shows an exemplary trade ticket 703 acces-
sible through the order entry GUI.

[0092] 727) As the order is entered by the sub advisor
(who hits, e.g. ENTER on the order entry screen), the
order entry system calculates the necessary number of
shares and dollars for each security to buy or sell. Given
that the order is determined at the investment portfolio
level, the order entry system does not have nor require
access to information at the account level for individual
fund shareholders or plan beneficiaries. The record of
the order is entered into the trade blotter 704. Thus, for
example, when an asset manager increases the allocation
by 1% in IBM in a $100 mM investment portfolio, the
result is an aggregate buy of $1 mM of IBM. Given a
price of $80 per share for IBM, the buy order is 12,500
shares. This process is repeated for each buy and sell
order implemented by the portfolio manager.

[0093]
506.

1) Order Entry System

728) The order is routed to the compliance engine
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[0094] 729) If a violation occurs (Violation=Yes), the
order is routed to the order entry GUI 701 for review and
evaluation by the portfolio manager, trade desk and/or
compliance officer.

[0095] 730)Ifaviolationdoes notoccur (Violation=No),
the order is routed to the order management system
(OMS) 503,

[0096] 731) The order management system 503 utilizes
the order routing table 705 to direct the order for execu-
tion.

[0097] 732) The order routing table 705 directs the order
to, among other venues, a market maker 706, an elec-
tronic commerce network (ECN) 707, a direct market
access (DMA) vendor 708, or an exchange 709.

[0098] 733) Once the order is executed, the trade fill
report is sent back to the order management system 503.

[0099] 734) The order entry GUI is updated with the
revised positions, number of shares, price per share,
values, and cash data. FIG. 7 shows an exemplary screen
image of the updated order entry GUI 710.

[0100]

[0101] The compliance engine is a graphical user interface
(GUI) and associated software program(s) linked to a com-
puterized rules-based logic engine that enables each buy or
sell order (or combinations of buy and sell orders) to be
analyzed in real time, according to a set of customizable
logical rules, such as rules specifying that foreign securities
cannot exceed 15% of a portfolio’s total value or that the
portfolio cannot hold the securities of the sub advisor nor the
sponsoring organization. The compliance analysis occurs
both priorto and immediately following the execution of each
trade (or group of trades) as well as at the close of each trading
day for compliance with prospectus, regulatory, and board
requirements. Any pending order or group of pending orders
that may result in any type of prohibited transaction are held
in suspense (and not executed) and tagged with a warning
flag, and a violation notice is sent to the compliance group,
portfolio manager, and trade/operations group. The order or
group of orders in question, subsequent to the review of the
violation, may be amended, killed, or approved for execution.
Trades (or groups of trades) that are executed are also ana-
lyzed to ensure that the resulting metrics of the trades do not
violate any requirements for the portfolio. (Post-execution
price changes could subsequently trigger a violation not
present at the time of execution.) Approved orders are routed
to the order management system (OMS) to begin the execu-
tion process.

[0102] FIGS. 8A, 8B, and 8C illustrate exemplary logical
rules in terms of regulatory, prospectus, and board restrictions
and requirements for a real-time compliance engine, as speci-
fied in the disclosure documents of an operating fund trust.

[0103] FIG. 9is a schematic diagram illustrating an exem-
plary compliance review process 900, according to an
embodiment of the present invention, for implementing a
compliance engine for a plurality of investment portfolios. In
the instance for this operating fund trust, there are a total of
274 individual restrictions that could apply to all, many, or a
single investment portfolio or fund. FIG. 9 shows the actual
restrictions by category for five of the fund trust’s investment
portfolios, with the number of the individual restrictions
shown in a breakdown of five categories, ranging from 41 to
63 compliance and regulatory restrictions per investment
portfolio.

2) Compliance Engine
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[0104] The exemplary compliance review process 900
works as described in the following steps corresponding to
the arrows and their adjacent reference numerals as shown in
FIG. 9.

[0105] 925) An order for an investment portfolio 902 is
entered into the order management system 503, which
records the transaction in the trade blotter.

[0106] 926) The order management system 503 routes
the order to the compliance engine 506 for pre-trade
review.

[0107] 927) The compliance engine 506 matches the
order to the restrictions for that particular investment
portfolio 903 and conducts an analysis to determine if
the order will result in a violation of any applicable
restriction. Exemplary restrictions and their frequencies
are illustrated in table 901 of FIG. 9.

[0108] 928) If Violation=Yes 904, the order is not
executed and requires a review.

[0109] 929) The rejected order is then routed into the
order evaluation process 905.

[0110] 930) The reviewed order evaluation process 905
gathers input from at least one of the compliance group
908, portfolio manager 907, and the trading/operations
group 906. The order may be killed at this point, revised,
or allowed to be executed in its existing form 909.

[0111] 931) If the order is to be executed, the reviewed
order 909 is routed to the order management system 503
for updating the trade blotter and resubmission to the
compliance engine 506.

[0112] 932)If, in step 927, Violation=No 910, the order
is routed to the order management system 503.

[0113] 933) The order management system 503 routes
the order for execution 911.

[0114] 934) The order is executed and the trade fill report
is generated.

[0115] 935) The trade fill report is routed back to the
compliance engine 506 for post trade and ongoing com-
pliance review and analysis.

[0116] Overall, in an embodiment of the present invention,
the sponsoring organization (the advisor with direct regula-
tory responsibility for the investment portfolios) has the
option, which was not available in the prior art, to review all
pending orders and prevent violations of prospectus, regula-
tory, and board requirements prior to the orders being
executed. The sponsoring organization, in an embodiment of
the present invention, also has the option, which was not
available in the prior art, to review all executed trades on a
real-time basis to prevent post-execution violations of pro-
spectus, regulatory, or board requirements. Finally, for the
first time, the sponsoring organization, as advisor or plan
administrator, has the means to place each fund or account
and each sub advisor on the sponsoring organization’s imple-
mentation of a common, centrally operated compliance
engine, process and set of restrictions (as opposed to each
different sub advisor or money manager performing compli-
ance reviews on as many different systems.) The sponsoring
organization, as advisor to the fund or administrator to the
pension plan, has a regulatory (SEC) responsibility to ensure
compliance of its funds and plan with all regulatory require-
ments and to certify, in writing, that these investment portfo-
lios do not violate the securities laws. Thus, in contrast to
conventional systems, the present invention enables the advi-
sor or administrator to fulfill such responsibilities prior to
execution of an order, enables an immediate review of all
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executed trades, and allows a single standardized compliance
review process to be implemented across all sub advisors and
the funds or accounts. The present invention therefore
empowers the advisor or administrator to properly fulfill their
regulatory (SEC) responsibilities.

[0117] 3) Order Management System

[0118] FIG. 10 is a schematic diagram illustrating the order
management system (OMS) 503, according to an embodi-
ment of the present invention. The order management system
is a computerized processing system with a graphical user
interface (GUI) and associated software program(s) enabling
the organization conducting the trading activity to maintain a
real-time trade blotter for all their pending orders and
executed trades. An order management system can comprise
one or more of the following modules: portfolio modeling
engine 1002, order entry 700, trade blotter 704, order routing
table 705, and communications engine 504. The portfolio
modeling engine 1002 enables a money manager to evaluate
“what if” scenarios with the portfolio prior to implementing
any trade orders. The trade blotter 704 enables real-time
monitoring of all trading activity such as open orders 1003,
cancel/correct orders 1004, and executed orders 1005. The
OMS 503 enables the utilization of various trading strategies,
keeping track of positions, P&L, order acceptance and
release, sending I01’s (Indications of Interest), and amending
orders. The order routing table 705 is a central database for
maintaining the instructions for directing orders to selected
executing brokers. The communications engine 502 isused to
create data formats acceptable to other order management
systems.

[0119] The order management system 503 also provides
logical workflow solutions to assist in maintaining proper
communication between the various front, middle, and back
office functions and systems for allocations of large orders as
well as keeping track of partial fills of trade orders. Finally,
the order management system 503 utilizes market data
sources 1001 and provides robust and flexible compliance,
regulatory and audit reporting capabilities 1006, including
NYSE Rule 123, OATs, ACT, Short Sale, and Limit Order
Handling Rule reports, as well as capturing, time-stamping,
and archiving all activity for timely reconciliation and
trouble-shooting.

[0120] The order management system 503 functions as
described in the following steps, which correspond to the
arrows and their associated reference numerals shown in FIG.
10.

[0121] 1020) The order management system 503 links
with a plurality of real-time and batch market data feeds
1001.

[0122] 1021)The portfolio manager utilizes the portfolio
modeling engine 1002 to perform “what if”” analyses for
the investment portfolio and enters orders into the order
entry module 700.

[0123] 1022) The orders are recorded in the trade blotter
704.
[0124] 1023) The trade blotter 704 enables views of the

trade data such as open orders 1003, cancel and correct
orders 1004, and executed trades 1005. (The compliance
review process, as illustrated in FIG. 9, can occur at this
point in the process, but is not shown.)

[0125] 1024) The orders are sent to order routing table
705 for selecting executing brokers and receiving direc-
tions to those executing brokers 202.
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[0126] 1025) The order routing table 705 transmits the
order to the communications engine 502, which trans-
lates the order into a format accepted by executing bro-
kers 202.

[0127] 1026) The order is routed to the communications
network 502.

[0128] 1027) The communications network 502 routes
the order to the selected executing broker(s) 202.

[0129] 1028) The executing broker(s) execute the order
and send the trade fill report(s) through the communica-
tions network 502.

[0130] 1029) The communications network 502 directs
the trade fill report back to the order management system
503 and the communications engine 504 translates the
order into a format used by the order management sys-
tem 503.

[0131] 1030) The trade fill report updates the trade blot-
ter 704 with the details of the trade fill report(s).

[0132] 1031) The trade report data is used to update the
portfolio holdings for the order entry module 700.

[0133] 1032) The order management system 503 sub-
mits transaction reporting 1006 to the appropriate indus-
try transaction processing and reporting entities.

[0134] Importantly, in an aspect of the present invention,
the primary responsibility for operating the order manage-
ment system 503 for processing orders shifts from the sub
advisor, who operated the order management system in the
prior art, to the sponsoring organization.

[0135] 4) High Touch—Low Touch Engine

[0136] The high touch—Ilow touch engine is a graphical
user interface (GUI) and associated software program(s)
linked to a computerized rules-based logic engine that
enables each buy or sell order (or combinations of buy and sell
orders) to be analyzed in real time, according to a set of
customizable logical rules, to: (1) determine the expected
market impact of an order and categorize an order as high
touch or low touch; and (2) accordingly route the low touch
orders for execution by the sponsoring organization and the
high touch orders for execution by the sub advisor. In a
preferred embodiment, these logical rules can be adjusted in
real time.

[0137] Orders are categorized as high touch or low touch
orders depending on their expected market impact. For
example, the immediate execution in the market of an order to
buy 500,000 shares for an equity that currently trades 100,000
shares daily at $40.00 per share will almost certainly create an
increase in the share price of that equity. As such, the large
order could drive up the price of the equity by several dollars
per share. Once the execution of that order is completed, the
trading volume will likely return to its original 100,000 shares
per day trading volume and the share price could return to the
pre trade level of $40.00 per share. A possible result is that the
purchasers of the 500,000 shares will experience an immedi-
ate loss on their investment. The phenomenon of driving up
the share price through a very large buy order or lowering the
share price through a very large sell order is referred to as
“market impact.” It is usually desirable to “work™ orders with
significant expected market impact. By “working™ orders,
traders are able to utilize a variety of tools, such as institu-
tional trading desks, trade algorithms, crossing networks,
dark pools of liquidity, sending IOIs (indications of interest),
and other such techniques (including manually watching the
market for the appropriate times to execute small portions of
the total order) to eliminate or reduce the expected market
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impact of a large order. The orders that require special han-
dling (“working”) are referred to as “high touch trades.”

[0138] On the other hand, there may be situations in which
an order represents a very small portion of a measure such as
daily trade volume. For example, an order to buy 5,000 shares
for an equity trading several million shares daily will have
little or no expected market impact on the price of that equity.
Once entered, such an order is transmitted, executed, and
reported as the electronic systems and computers (also
referred to as “black boxes”) communicate with each other
with little or no human interaction. The orders with low or no
expected market impact are referred to as “low touch trades.”

[0139] Finally, once an execution strategy is selected for a
high touch order, the order may be broken up into several
smaller orders that are executed over a period of time. These
smaller orders may now qualify as low touch orders, as each
individual order, when executed over a period a time, may
now result in little or no market impact.

[0140] FIG.11is aschematic diagram illustrating an exem-
plary high touch—low touch engine (HLE) system and pro-
cess 1100, according to an embodiment of the present inven-
tion. The process 1100 works as described in the following
steps, which correspond to the arrows and their adjacent
reference numerals shown in FIG. 11.

[0141] 1125) The sub advisor 301, sponsoring organiza-
tion 304, and board of trustees 1101 determine the rules
for categorizing an order as high touch or low touch.

[0142] 1126) The rules for categorizing an order as high
touch or low touch are input into the trade routing rules
database 1102. These rules can be changed in real-time.

[0143] 1127) The high touch—low touch engine (HLE)
1105 utilizes the rules from the trade routing rules data-
base 1102 to categorize orders as high or low touch
orders.

[0144] 1128) The high—low engine (HLE) 1105 incor-
porates a real-time feed of market data 1104 for use in
analyzing and determining the expected market impact
of an order.

[0145] 1129) The portfolio manager 1103, using the sub
advisor’s order management system 503 SA, enters an
order that is routed, via the sub advisor routing loop, to
the high—Ilow engine 1105 for real-time analysis and
categorization as a high touch or low touch order.
Although the high touch—Ilow touch engine 1105 is
illustrated as located within the unified trading and con-
trol system, one of ordinary skill in the art would appre-
ciate that the high touch—Ilow touch engine 1105 could
be located elsewhere, such as at the sub advisor 301 or
sponsoring organization 306.

[0146] 1130) The high touch—Ilow touch engine 1105
determines the expected market impact of orders
received from the sub advisor order management system
(OMS) 503 SA and categorizes orders with significant
expected market impact as “high touch” orders 1106.

[0147] 1131) The high touch order 1106 is further cat-
egorized as orders to be “worked” by a block trading
desk, crossing system, matching system, dark pool of
liquidity, or some other form of institution to institution
trading system or exchange 1109. These worked orders
are routed for review by the sponsoring organization’s
compliance engine 506 and, once approved, are ready
for execution.
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[0148] 1132) As an alternative to step 1131, the high
touch order 1106 is divided into a series of smaller
orders 1108 by a trading algorithm or a set of manual
decisions 1107.

[0149] 1133) The trading algorithm or set of manual
decisions divides the order into a series of smaller orders
1108 for execution over a period of time.

[0150] 1134) Each of the smaller orders 1108 resulting
from the original high touch order are re-routed to the
high touch—low touch engine 1105 via the sub advisor
re-routing loop.

[0151] 1135) The high touch—Ilow touch engine 1105
evaluates the re-routed smaller orders 1108 and catego-
rizes the orders with significant market impact as high
touch orders 1109.

[0152] 1136) High touch orders 1109, from both the
original and re-routed orders, are directed via auto rout-
ing 1110 to the sub advisor’s order management system
503 SA.

[0153] 1137) The sub advisor’s order management sys-
tem 503 SA receives the high touch order 1109 and
selects the executing broker(s) 202.

[0154] 1138) The sub advisor order management system
503 SA routes the high touch orders to the executing
broker(s) 202 for execution.

[0155] 1139) Once the orders are executed by the execut-
ing brokers 202, the trade fill data for the high touch
trades 1106 is routed to the sub advisor order manage-
ment system 503 SA.

[0156] 1140) The sub advisor order management system
503 SA determines, when applicable, the allocation of
shares for the sponsoring organization and routes the
trade allocation data along with the trade fill data (for
trades not requiring a special allocation) for the high
touch trades to the sponsoring organization’s order man-
agement system 503 SO.

[0157] 1141) The sponsoring organization’s order man-
agement system 503 SO routes the trade allocation data
for the sponsoring organization’s allocation of shares of
the high touch trade and the trade fill data for the high
touch trades (not requiring a special allocation) to the
sponsoring organization’s trade reconciliation system
1117. Steps 1130 through 1141 constitute the high touch
order processing loop.

[0158] 1142) Returning to steps 1129 and 1134, when
the high touch—Ilow touch engine 1105 receives orders
from the sub advisor order management system (OMS)
503 (as either the original and re-routed orders) that it
determines will have little or no significant expected
market impact, the high touch—low touch engine 105
categorizes those orders as “low touch” orders 1111 that
can be processed as “electronic” or “black box™ orders,
which computer systems can execute with virtually no
human intervention. The “low touch” order can be either
original orders or re-routed orders from the sub advisor
order management system 503 SA.

[0159] 1143) The high touch—Ilow touch engine 1105
directs trades that do not require a trade rotation order to
the sponsoring organization 304. For example, a single
order for a single fund would not require a trade rotation
order.

[0160] 1144) The high touch—Ilow touch engine 1105
routes trades requiring a trade order rotation to the trade
order rotation engine 1112 in order to determine a trade
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order rotation between the sub advisor 301 and the spon-
soring organization(s) 304 and 1116. For example, when
an asset manager places a plurality of orders in a given
security for execution across a plurality of investment
portfolios, trade order rotation is required. Such trade
order rotation is preferably random. The trade order
rotation could be, for example, a defined procedure com-
prising random selection, sequential selection, or algo-
rithmic random selection.

[0161] 1145) The trade order rotation engine 1112 pre-
pares trade rotation instructions 1113 for the sub advisor
301.

[0162] 1146) The trade rotation instructions 1113 are
communicated to the sub advisor’s order management
system 503 SA via auto routing 1110 (along steps 11464
and 11465).

[0163] 1147) The trade rotation engine 1114 determines
the trade rotation order between a plurality of sponsor-
ing organizations, such as the sponsoring organization
304 and any number of additional sponsoring organiza-
tions as represented by sponsoring organization (SO,)
1116. The trade rotation order could also be determined
as a single trade rotation order between the sub advisor
301 and sponsoring organizations 304 and 1116.

[0164] 1148) The trade rotation engine 1114 prepares
trade rotation instructions 1115 for the sponsoring orga-
nizations 304 and 1116.

[0165] 1149) The trade rotation instructions 1115 are
communicated to the sponsoring organizations 304 and
1116.

[0166] 1150) The trade orders are routed to the sponsor-
ing organization’s order management system (OMS)
503 SO.

[0167] 1151) The sponsoring organization’s order man-
agement system (OMS) 503 SO routes the orders for
review by the sponsoring organization’s compliance
engine 506 and, once approved, selects the executing
brokers 202 and routes the orders through the commu-
nications network 502 for execution.

[0168] 1152) The communications network 502 directs
the orders to the designated executing brokers 202 for
execution.

[0169] 1153) The executing brokers 202 execute the
trade and report the trade fills back to the communica-
tions network 502.

[0170] 1154) The communications network 502 reports
the trade fill reports back to the sub advisor’s order
management system (OMS) 503 SO.

[0171] 1155) The sponsoring organization’s order man-
agement system (OMS) 503 SO routes the orders to the
sponsoring organization’s trade reconciliation system
1117. Although, for clarity, FIG. 11 shows the trade
compliance, execution, and reconciliation process (steps
1150-1155) only for sponsoring organization (SO 1)
304, the same or similar process would occur for the
additional sponsoring organizations (SO,) 1116. Steps
1142 through 1155 constitute the low touch order pro-
cessing loop.

[0172] The high touch—low touch engine (HLE) 1100 is
unique in that it performs an expected market impact analysis
and assigning of discretion over order execution and selection
of executing brokers to different organizations utilizing real-
time market data and customizable rules. The high touch—
low touch engine’s (HLE) automated, real-time capability
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does not exist in the prior art and represents a technology
innovation in the system of the present invention.

[0173] Inanembodiment of the present invention, the high
touch—Ilow touch engine 1100 enables the sponsoring orga-
nization to select the executing brokers and direct the pending
orders for execution at brokers providing the lowest cost
execution (consistent with regulatory requirements such as
Best Execution). The result is that, in an embodiment of the
present invention, the sponsoring organizations are able to
direct order flow as to eliminate soft dollar costs and achieve
substantial and recurring cost savings (and improved invest-
ment performance) for their fund shareholders and plan ben-
eficiaries. The high touch—Ilow touch engine 1100 would,
under circumstances approved by the sponsoring organiza-
tion, enable the sub advisor to assume discretion to direct
trades to their selected executing brokers.

[0174] 5) Price—Liquidity—Cost—Quality Engine
[0175] The price—liquidity—cost—quality engine is a
graphical user interface (GUI) and associated software pro-
gram(s) linked to a computerized, real-time and customizable
rules-based logic engine that enables each buy or sell order
(or combinations of buy and sell orders) to be analyzed,
according to a set of customizable logical rules, to determine,
through an optimization process, the most cost effective order
composition in terms of one or more of share price, number of
shares, execution cost or mark-up, expected price improve-
ment, and execution speed. The output of the price—liquid-
ity—cost—quality engine is a list of the executing brokers,
share price, number of shares, execution cost or mark-up,
expected price improvement, and execution speed for the
sponsoring organizations and sub advisor to utilize in select-
ing executing brokers for their orders.

[0176] The price per share, number of shares and execution
costs or mark-ups are based on actual data gathered through
real-time market data feeds and inputs from executing bro-
kers. The price per share and number of shares reflect current
market data. The execution cost or mark-up per share reflects
the real-time cost entered into the price—liquidity—cost—
quality engine by the executing brokers and can vary on a
security by security basis and over time (as executing brokers
adjust their executions costs or mark-ups to reflect their desire
to accumulate, reduce, or liquidate their position in a secu-
rity).

[0177] The trade quality analysis engine provides a real-
time and customizable analysis of the historical and expected
price improvement for each security, by executing broker, in
an order. Currently, orders are executed at the National Best
Bid and Offer (Ask) or NBBO. As such, an equity may be
available to buy at $42.25 per share (ask or offer) and to sell
at $42.00 per share (bid). The difference between the bid and
offer (ask) is the spread ($0.25). As such, the ideal price point
between the bid and offer is the Mid Point between Bid and
Offer (MPBO). For this security, the midpoint between bid
and offer is $42.125 per share. The trade quality engine per-
forms a real-time analysis of the share prices and times of
execution for recently executed trades to determine how close
the share price for a trade was to the MPBO. The range of such
a calculation could range from a trade occurring at a $42.125
(at the MPBO, which is a 0% effective to quoted spread.)
(While it is possible, orders are rarely executed below the
MPBO.) A buy order occurring at $42.25 or a sell order
occurring at $42.00 is considered 100% of the NBBO and
does not provide any price improvement, which equates to a
100% eftective-to-quoted spread. Unfortunately, orders can
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also be executed above the spread (above $42.25 on a buy or
below $42.00 on a sell). These transactions are considered
“outside the spread” and, as a result, these trades have an
effective-to-quoted spread that exceeds 100%. The effective-
to-quoted analysis is performed for each order and the time
period utilized for this analysis is customizable and per-
formed for periods of time ranging from sub-seconds to min-
utes, hours, days, and longer, according to the desires of the
user. This data is then utilized by an optimization engine to
calculate the most cost effective group of executing brokers
for the order. This data is then transmitted to the order man-
agement system of the sub advisor or sponsoring organiza-
tion.

[0178] The quality data can also include factors such as
speed of execution, which reflects the time that is required for
an executing broker, upon receipt of the order, to complete the
execution of the order.

[0179] Currently, the securities industry focuses on share
price and liquidity (“best execution”) when determining the
optimal order composition. The price—cost—liquidity—
quality engine’s capacity to factor in additional real-time and
customizable factors, such as execution cost and expected
price improvement, represents a considerable step forward in
providing shareholders and plan beneficiaries with the lowest
total execution cost in a routine and automated fashion.
[0180] FIG. 12 is a schematic diagram illustrating the
price—cost—Iliquidity—quality engine’s 1201 system and
process 1200, according to an embodiment of the present
invention. The process 1200 works as described in the fol-
lowing steps, which correspond to the arrows and their adja-
cent reference numerals shown in FIG. 12.

[0181] 1225) Sub advisors 301 and sponsoring organi-
zations 304 and 1116 transmit their individual orders to
the price—liquidity—cost—quality system through the
graphical user interface (GUI) 1202 or through a data
feed from their order management system 503 (not
shown).

[0182] 1226) The order is entered into the price—cost—
liquidity database 1203.

[0183] 1227) Executing brokers 202 utilize a graphical
user interface (GUI) 1204 to enter the execution costs
1204 for orders into the price—cost—Iliquidity—quality
engine 1201. The execution cost data 1204 can be
changed on a real-time basis for each security.

[0184] 1228) The execution cost data 1201 is incorpo-
rated into the price—liquidity—cost database 1203.

[0185] 1229) Real time market data 1205 is delivered to
the price—cost—Iliquidity—quality engine 1201 and
incorporated into the price—liquidity—cost database
1203.

[0186] 1230) The price—liquidity—cost data is incor-
porated into the execution quality analysis engine 1206.

[0187] 1231) The system archive 1207 for the execution
quality analysis engine 1206 provides real-time and his-
torical data on the quality of execution, that is, the effec-
tive-to-quoted spread to the execution quality analysis
engine 1206.

[0188] 1232)The execution quality analysis engine 1206
combines the price—liquidity—cost data and the real-
time and historical data and delivers the data to the order
optimization engine 1208.

[0189] 1233) The data 1209 incorporates the share price,
number of shares available from each executing broker,
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execution cost or mark-up, broker identification, and
quality of execution (calculated effective-to-quoted
spread).

[0190] 1234) The order optimization engine 1208 com-
bines the lowest execution cost based on the price—
liquidity—cost data and factors in the expected price
improvement data to determine, through the optimiza-
tion process, the most cost effective combination of
executing brokers for the order. For this order, the most
cost effective group of brokers combine for an execution
cost of $69.00 with an expected price improvement
resulting from an effective-to-quoted spread of 10% for
11,000 shares, 20% for 2,000 shares, and 25% for 7,000
shares.

[0191] 1235) The order optimization engine 1208 routes
the optimized executing broker combination to the
graphical user interface 1202.

[0192] 1236) The sub advisors 301 and sponsoring orga-
nizations 304 and 1116 (or any asset manager 201) uti-
lizes the graphical user interface 1202 (or data feed) to
review the optimized executing broker combination for
that order for use in the order entry process 700 (not
shown).

[0193] The price—cost—liquidity—quality engine 1201 is
unique in that it performs a real-time computer analysis and
subsequent assigning of execution costs and expected execu-
tion quality relative to current share price and liquidity
offered by a network of executing brokers. This automated,
real-time, and customizable capability does not exist in the
prior art and represents a technology innovation in the system
of the present invention.

[0194] 6) Trade Reconciliation System

[0195] FIG. 13 is a schematic diagram illustrating a trade
reconciliation system 1300, according to an embodiment of
the present invention. The trade reconciliation system is a
computerized trade processing system that functions in the
back office system for the investment portfolios. The trade
reconciliation system can comprise general ledger and
accounting 1301, position manager 1302, and stock record
1303 modules. The position manager 1302 can comprise an
auto cage 1304 that connects to clearing organizations 1305.
The position manager module 1302 and stock record module
1303 support the trade processing module 1306 that provides
commission accounting 1307 and trade processing 1308. The
stock record also supports the purchase and sales module
1309, which incorporates data through external data provid-
ers 1310 and market connections 1311. The trade reconcili-
ation system 1300 provides real-time, multi-currency trade
settlement rules, trade comparisons, trade confirmation and
affirmations, purchases and sales, trade exception processing,
commission calculations, accruals, cash flows, and trial bal-
ances. In essence, the trade reconciliation system 1300 oper-
ates in an automated fashion through the incorporation of
real-time and batch data feeds from a variety of different
sources. In its simplest form, the trade reconciliation process
ensures that: (1) all trades are properly accounted; (2) all
trading, pricing, and processing errors have been identified
and addressed; and (3) all accounts are in balance. At the
conclusion of this process, the entire system is ready for the
next day’s trading activity.

[0196] Inthe prior art, the trade reconciliation process is the
responsibility of both the sub advisor and the sponsoring
organization while the balancing of accounts is the responsi-
bility of the sponsoring organization. In an embodiment of the
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present invention, the responsibility for both the trade recon-
ciliation process and the balancing of accounts shifts to the
sponsoring organization.

[0197] 7) Additional Systems

[0198] The system of the present invention can also include
additional systems to support order execution processing.
These systems include a communications engine to translate
and direct all messages between the appropriate parties; a
communications protocol for specifying message format as to
eliminate confusion as to message content, instructions, and
destination; and a communications network to connect all sub
advisors, sponsoring organizations, and executing brokers
with real-time, reliable, and scalable connectivity.

[0199] B. Process

[0200] Inanembodiment ofthe present invention, the func-
tional responsibilities, personnel requirements, system
requirements, regulatory responsibilities, and data flows are
dramatically different from the prior art. From a perspective
of responsibility for the sub systems, Table 3 below illustrates
how the operating responsibilities for the various systems
change from the prior art to an embodiment of the present
invention.

TABLE 3

Operating Responsibilities of the Present Invention

System Responsibility Prior Art Present Invention

Order Entry Sub Advisor Sub Advisor

Compliance Engine Sub Advisor Sponsoring Organization
Has Compliance Option

Order Management System  Sub Advisor Sponsoring Organization

High Touch - Low Touch Not Applicable Sponsoring Organization

Engine Real-Time Automated
Process

Price - Liquidity - Cost - Not Applicable Sponsoring Organization

Quality Engine Real-Time Automated
Process

Trade Reconciliation Sub Advisor Sponsoring Organization

Communications Engine Sub Advisor Sponsoring Organization

Communications Protocol ~ Sub Advisor Sponsoring Organization

Communications Network  Sub Advisor Sponsoring Organization

[0201] With respect to the responsibilities of the sub advi-
sor, there are substantial differences between the prior art and
the embodiment of the present invention. These differences
are summarized in FIG. 14. The unified trading and control
system is flexible in its implementation in that trading respon-
sibility for certain funds or portfolios, such as an emerging
markets or micro cap stocks, may remain with the sub advi-
sors (assuming the sub advisor has proficiency with these less
liquid issues that the sponsoring organization may not pos-
sess.) Also, the money manager (or portfolio manager) may
desire more control over the trading of specific assets or
issues, the utilization of certain trade strategies or the direc-
tion of orders to a specific executing broker. The authorization
of such exceptions remains with the sponsoring organization
as the sponsoring organization can authorize those exceptions
that benefit the fund shareholders or plan beneficiaries. Over-
all, in an embodiment of the present invention, there are
multiple benefits for the sub advisor with respect to lower
operating expenses, less operating and trade error risk and, of
course, superior fund performance.

[0202] Finally, an important user group that must be com-
fortable with the system implementation of the present inven-
tion is the portfolio managers making the daily buy and sell
decisions in the fund or investment portfolio. The system of
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the present invention addresses the portfolio managers’ con-
cern that their asset management process not be interfered
with as new systems, processes, and procedures are imple-
mented. The result is that the system of the present invention,
as shown below in Table 4, addresses the concerns of the
portfolio managers in a positive and comprehensive fashion.

TABLE 4

Portfolio Manager Concerns Addressed by the Present
Invention

Portfolio Manager Concern Unified Trading and Control System

Performance

Control of High

Touch Trades Remains with

Sub Advisor (through high touch -
low touch engine)

Substantial, Recurring Improvement
in Performance

Anonymity Enhanced as positions are held in
multiple sub advised portfolios
Latency Improved as automated process

replace manual processes
Standards create a single image
across all sub advised accounts
Implemented by trade order
rotation engine

Remains sub advisor responsibility
Not impacted by change in process
SEC Rule NMS mandates Best
Execution on all trades

Chaos from Multiple Systems
Trade Rotation
Order Entry

Management Fees
Best Execution

[0203] C.Rationale for Implementation of'a Standard in the
System of the Present Invention

[0204] An embodiment of the present invention provides a
standard system comprising one or more of the following
components: order management system (OMS), communica-
tions engine, communications protocol, and communications
network. The standard for the system of the present invention
provides simplicity, reliability, scalability, and cost effective-
ness in contrast to the complexity, expense, and potentially
chaotic processing caused a plurality of sponsoring organiza-
tions making individual systems decisions without regard to
the burden that the plurality of systems and configuration
places on their sub advisors and executing brokers. As such,
the standard represents a single group of specific components
for use by all parties, in which a sub advisor or executing
broker implementing the system of the present invention with
a single sponsoring organization is able to duplicate, as a
“cookie cutter” type process, the initial implementation,
inclusive of process, procedures, protocols, and connectivity,
with each subsequent sponsoring organization that requires
their implementation of the system of the present invention.
The result is that the standard, as a single group of specific
components for use by all parties, vastly simplifies the imple-
mentation process for all parties and creates a far more reli-
able, cost effective, and scalable system.

[0205] Currently, a single mutual fund company (such as
AIM, Janus, or Oppenheimer.) may act as a sub advisor to ten
to twenty different sponsoring organizations (usually manag-
ing between one and five funds per sponsoring organization).
As such, a mutual fund company may manage twenty to sixty
separate sub advised funds alongside their thirty to fifty pro-
prietary mutual funds (and as many or more institutional and
private accounts). A money manager at a mutual fund com-
pany making a single trade (such as: buy IBM) in a single
strategy (such as large cap growth) could easily impact ten to
twenty separate individual portfolios utilizing the large cap
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growth strategy. In order to simplify this vast complexity, the
mutual fund company selects and utilizes a single integrated
system to execute trades across all proprietary, sub advised,
and private portfolios. This single system calculates the num-
ber of shares of IBM to purchase for each of a plurality of
large cap growth portfolios and aggregates a plurality of share
purchases into a single buy order. The single aggregated buy
order and associated trading strategies are entered into the
single system’s order management interface. At that point, if
the buy order is large, this trading and order management
system may split the trade and direct portions of the buy order
to a plurality of executing brokers to complete the buy trans-
action. These orders are communicated to their executing
brokers through a single communications engine and com-
munications network. The shares that are bought are later
allocated among the various proprietary funds, sub advised
funds, and institutional and private accounts according to
pre-determined instructions. While this process may have
disadvantages, it is clear that the money manager achieves a
high level of automation and significant reduction in operat-
ing risk (and associated trading losses), as trading across a
plurality of accounts is implemented through a single inte-
grated system.

[0206] Incomparison, the potential complexity of the vari-
ous implementations of the system of the present invention
reflects the following factors.

[0207] The National Association of Variable Annuities
(NAVA), the variable insurance industry trade group, indi-
cates that it has over fifty members acting as sponsoring
organizations for their mutual fund, variable annuity, and
defined contribution (401k, 403b and 457) financial products
(see FIG. 15). The number of additional sponsoring organi-
zations, such as private and public pension funds, easily adds
several hundred more sponsoring organizations to the list
shown in FIG. 15.

[0208] The Investment Company Institute (ICI), the mutual
fund industry trade group, has over three hundred member
mutual fund companies suitable to provide money manage-
ment services to sub advised funds (see FIGS. 16 A and 16B)
and there are hundreds of additional institutional managers
capable of functioning as a sub advisor to an investment
portfolio.

[0209] There are also over forty providers of order manage-
ment systems (see FIG. 17) and there are several hundred
firms offering their services as executing brokers (see FIGS.
18A and 18B for a partial list).

[0210] In addition, there are over 75 companies offering
over 115 different communications engines for trade order
messaging, translation, and destination routing. These com-
munications engines usually utilize a common industry com-
munications protocol (usually the Financial Information
Exchange format or “FIX”). However, each communications
engine has its own unique “dialect” as to the specific imple-
mentation of the protocol. As such, despite the common
industry protocol, there remain substantial challenges in the
interoperability and ease of communications between the
pluralities of communications engines. Finally, there are over
25 communications networks available for sponsoring orga-
nizations to utilize as their means of connectivity to sub
advisors and executing brokers, thereby requiring each sub
advisor and executing brokers to link as a node to each system
selected by at least one sponsoring organization.

[0211] Given the plurality of sponsoring organizations (as
shown in FIG. 15 and inclusive of additional sponsoring
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organizations such as mutual funds utilizing sub advisors,
defined contribution plan sponsors, pension and defined ben-
efit sponsors, and other user groups of considerable size), sub
advisors (as shown in FIGS. 16A and B), order management
systems (as shown in FIG. 17), executing brokers (as shown
in FIGS. 18A and 18B) along with the 115 communications
engine with each utilizing a specific “dialect” reflecting its
original time and purpose of creation, several communica-
tions protocols for messaging and 25 communications net-
works, the number of potential unique configurations of these
organizations and systems is so overwhelming as to create
such complexity and chaos as to prevent an implementation
of the system of the present invention based on the well-
justified concerns that any level of industry acceptance could
result in unacceptable complexity, operating costs, personnel
costs, order entry errors, trade processing errors, and associ-
ated reduced performance of investment portfolios. Given
that the sub advisor is required to compensate an investment
portfolio for all losses resulting from their errors of any kind,
the likely result of an absence of a standard is the refusal by
sub advisors to cooperate with an implementation of the
system of the present invention.

[0212] FIG. 19 provides an exemplary structure 1900 illus-
trating the complexity created by a plurality of sponsoring
organizations 304 deciding to implement the embodiment of
the present invention without a standard system 1901. In this
illustration, twenty-two different sponsoring organizations
304 select ten different order management systems 1901. The
sponsoring organizations 301 utilize a total of forty-two dif-
ferent sub advisors 301 in their financial product or pension
portfolios along with eight different executing brokers 202
(while in actual practice the actual number of sponsoring
organizations 304, sub advisors 301, and executing brokers
202 would be considerably higher than the illustration in FIG.
19). Each sub advisor 301 is asked to move from a single
system to a plurality of systems 1901 (as there are over forty
systems available to a sponsoring organization as shown in
FIG. 17) selected by each sponsoring organization. As a
result, a single trade by a single sub advisor 301 may require
order entry into ten or more different systems selected by
sponsoring organizations. Such a process could be complex,
chaotic, costly, and rife with errors. The associated expense
for resolving the errors (as the fund shareholders and plan
beneficiaries are not responsible for such errors and must be
reimbursed for any losses) could make sub advisors 301
unwilling to implement such a process.

[0213] FIG. 20 illustrates the complexity of such an
embodiment 2000 without a standard 1901 through a focus on
the complexity facing a single sub advisor 301 managing nine
proprietary funds 2001 utilizing a single system 1901 and
nine sponsoring organization funds or investment portfolios
for sponsoring organizations 2002 utilizing a plurality of
systems 1901. The illustration demonstrates, even at the small
scale of a single sub advisor, the inherent complexity and
potential chaos of such an implementation without the use of
a standard system.

[0214] Therefore, to reduce this complexity, an embodi-
ment of the present invention provides a single standard. F1G.
21 illustrates the simplicity, ease of use, and efficiency result-
ing from an embodiment 2100 utilizing a designated standard
single manager order management system 2101 for use by all
sponsoring organizations 304 and sub advisors 301 (money
managers). The standard system and single network node
connection by a single party to all parties reflects a vast
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improvement in the operating reliability, costs, and ease of
implementation and operation. As shown, a single system
2101 (e.g., in this illustration, a standard order management
system, communications engine, communications protocol,
and/or communications network; however, an embodiment
could require fewer of the listed standard components) can be
used as an easily and rapidly duplicated image used by spon-
soring organizations 304, sub advisors 301, and executing
brokers 202. A standard—implemented through, for
example, a designated order management system, communi-
cations engine, or communications protocol—creates the
leverage for allowing rapid industry adoption of the system of
the present invention.

[0215] II. Exemplary System Components, Services, and
Data of a Sponsoring Organization

[0216] In an embodiment of the present invention, the fol-
lowing systems, services, and data are preferably in place for
a sponsoring organization’s investment portfolios:

[0217] Custody firm to hold the securities and cash for
benefit of the funds and plans.

[0218] Daily net cash contribution or withdrawal per
investment portfolio—e.g., can be provided by the spon-
soring organization to the system administrator.

[0219] Security master data service.

[0220] Real-time quote service.

[0221] Best execution monitoring service.

[0222] Transaction cost accounting system.

[0223] Connectivity among the sponsoring organization,
sub advisors and executing brokers.

[0224] T1II. Exemplary Implementation of the Present
Invention

[0225] With reference to FIG. 22, an exemplary system of
the present invention is as follows. The actors include a sys-
tem administrator administering the unified trading and con-
trol system 2200, a sub advisor 301 acting as money manager
for the investment portfolios, a portfolio manager (money
manager) 1103 responsible for making investment decisions
for a fund or investment portfolio, a sub advisor trade/opera-
tions group 2201, a sub advisor compliance group 2202, a
sponsoring organization compliance group (not shown), a
sponsoring organization 304 controlling party for the assets
and responsible for client books and records, a custodial firm
holding all securities and cash (not shown), and executing
brokers 202 as the parties to whom the buy or sell order is
directed to be executed (filled).

[0226] The system includes a unified trading and control
system 2200 including a portfolio modeling system 1103, an
order entry system 700, a sub advisor compliance engine 506
SA, asub advisor order management system (OMS) 503 SA,
the high touch—Ilow touch engine 1105, the trade order rota-
tion engine 1112 and 1113, the sponsoring organization stan-
dard order management system (OMS) 503 SO, a sponsoring
organization compliance system 506 SO, the price—liquid-
ity—cost—quality engine 1200, the sponsoring organiza-
tion’s communications network 502, the network of execut-
ing brokers supporting the sponsoring organization 302, the
individual executing brokers 202, and the trade reconciliation
system 1117.

[0227] FIG. 22 also illustrates an exemplary process of the
present invention having the following steps, which corre-
spond to the arrows and their adjacent reference numerals
shown in FIG. 22.

[0228] 2225) Sub advisor 301 provides a portfolio man-
ager 1103 for the fund or investment portfolio.
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[0229] 2226) Portfolio manager 1103 sends the trade
order to the trade/operations group 2201 for order entry.

[0230] 2227) Trade/operations group 2201 enters the
order into the order entry system 700.

[0231] 2228) As an alternative to step 2226 and 2227, the
portfolio manager 1103 enters the trade order directly
into the order entry system 700.

[0232] 2229) The orderentry system 700 routes the order
to the compliance engine 506 SA for evaluating the
order relative to regulatory and prospectus requirements
and restrictions.

[0233] 2230) If a violation occurs (Violation=Yes), the
order is stopped from execution and routed for review by
the sub advisor. The violation is also reported to the
sponsoring organization compliance group (not shown)
and to any or all ofthe sub advisor groups shown in steps
2231, 2232, and 2233.

[0234] 2231) If a violation occurs (Violation=Yes), the
order can be routed to the trade/ops group 2201.

[0235] 2232) If a violation occurs (Violation=Yes), the
order can be routed to the compliance group 2202.

[0236] 2233) If a violation occurs (Violation=Yes), the
order can be routed to the portfolio manager 1103.

[0237] 2234) If a wviolation does not occur
(Violation=No), the order is routed to the order manage-
ment system (OMS) 503 SA, which, through the sub
advisor routing loop, directs the order for sub advised
funds or accounts to the high touch—Ilow touch engine
1105. Although FIG. 22 depicts the high touch—Ilow
touch engine 1105 as located within the unified trading
and control system, one of ordinary skill in the art would
appreciate that the high touch—low touch engine 1105
could be located elsewhere, such as at the sub advisor
301 or sponsoring organization 306.

[0238] 2235) The high touch—Ilow touch engine 1105
determines the expected market impact of orders
received from the sub advisor order management system
(OMS) 503 and categorizes orders with significant
expected market impact as “high touch” orders 1106.

[0239] 2236) The high touch order 1106 is further cat-
egorized as orders to be “worked” by a block trading
desk, crossing system, matching system, dark pool of
liquidity, or some other form of institution to institution
trading system or exchange 1109. These high touch
trades are routed to the sponsoring organization’s com-
pliance engine 506 SO for pre-execution review and
approval and, once approved, are ready for execution.
(The sponsoring organization compliance review step is
not shown).

[0240] 2237) As an alternative to step 2236, the high
touch order 1106 is divided into a series of smaller
orders 1108 by a trading algorithm or a set of manual
decisions 1107.

[0241] 2238) The trading algorithm or set of manual
decisions divides the order into a series of smaller orders
1108 for execution over a period of time.

[0242] 2239) Each of the smaller orders 1108 resulting
from the original high touch order is re-routed, via the
sub advisor re-routing loop, to the high touch—Ilow
touch engine 1105. Step 2239 starts the sub advisor
rerouting loop.

[0243] 2240) The high touch—low touch engine evalu-
ates the re-routed smaller orders 1108, categorizes the
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orders with significant market impact as high touch
orders 1109, and routes these orders to be “worked”
1109.

[0244] 2241) High touch orders 1109 are directed via
auto routing 1110 to the sub advisor’s order manage-
ment system 503 SA. Although FIG. 22 depicts the high
touch—low touch engine 1105 as located within the
unified trading and control system, one of ordinary skill
in the art would appreciate that the high touch—Ilow
touch engine 1105 could be located elsewhere, such as at
the sub advisor 301 or sponsoring organization 306.

[0245] 2242) The sub advisor’s order management sys-
tem 503 SA receives the high touch order 1106 and
selects the executing broker(s) 202.

[0246] 2243) The sub advisor order management system
503 SA routes the high touch orders 1106 to the execut-
ing broker(s) 202 for execution.

[0247] 2244)Once the orders are executed by the execut-
ing brokers 202, the trade fill data for the high touch
trades 1106 is routed to the sub advisor order manage-
ment system 503 SA.

[0248] 2245) The sub advisor order management system
503 SA determines, when applicable, the allocation of
shares for the sponsoring organization and routes the
trade allocation data along with the trade fill data (for
trades not requiring a special allocation) for the high
touch trades to the sponsoring organization’s order man-
agement system 503 SO.

[0249] 2246) The sponsoring organization’s order man-
agement system 503 SO routes the trade allocation data
for the sponsoring organization’s allocation of shares of
the high touch trade and the trade fill data (for trades not
requiring a special allocation) to the sponsoring organi-
zation’s compliance engine 506 SO.

[0250] 2247) If a violation occurs (Violation=Yes), the
trade allocation data for the sponsoring organization’s
allocation of shares of the high touch trade is routed for
review by both the sponsoring organization 306 and the
sub advisor 301.

[0251] 2248) If a violation does not occur
(Violation=No), the trade allocation data for the spon-
soring organization’s shares of the high touch trade is
routed to the sponsoring organization’s order manage-
ment system (OMS) 503 SO.

[0252] 2249) The sponsoring organization’s order man-
agement system (OMS) 503 SO routes the trade alloca-
tion data for the sponsoring organization’s shares of the
high touch trade to the sponsoring organization’s trade
reconciliation system 1117. Steps 2235 through 2249
constitute the high touch order processing loop.

[0253] 2250) Returning to steps 2234 and 2239, when
the high touch—Ilow touch engine 1105 receives orders
from the sub advisor order management system (OMS)
503 SA (as either the original and re-routed orders) that
it determines will have little or no significant expected
market impact, the high touch—low touch engine 1105
categorizes those orders as “low touch” orders 1111 that
can be processed as “electronic” or “black box™ orders,
which computer systems can execute with virtually no
human intervention. The “low touch” order 1111 can be
either original orders or re-routed orders from the sub
advisor order management system 503.

[0254] 2251) The high touch—Ilow touch engine 1105
directs low touch orders 1111 that constitute an exem-
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plary order for an exemplary fund (and thus does not
require a trade rotation order) to the sponsoring organi-
zation 304. For example, a single order for a single fund
would not require a trade rotation order.

[0255] 2252) The high touch—Ilow touch engine 1105
routes trades requiring a trade order rotation to the trade
order rotation engine 1112 in order to determine a trade
rotation order between the sub advisor 301 and the spon-
soring organization(s) 304 and 1116. For example, an
order involving several sub advisor funds and several
sponsoring organization funds would require a trade
rotation order. As another example, when an asset man-
ager places a plurality of orders in a given security for
execution across a plurality of investment portfolios,
trade order rotation is required.

[0256] 2253) The trade order rotation engine 1112 pre-
pares trade rotation instructions 1113 for the sub advisor
301.

[0257] 2254) The trade rotation instructions 1113 are
communicated to the sub advisor’s order management
system 503 SA via auto routing 1110 (along steps 2254a
and 22545).

[0258] 2255) The trade rotation engine 1114 determines
the trade rotation order between a plurality of sponsor-
ing organizations, such as the sponsoring organization
304 and any number of additional sponsoring organiza-
tions as represented by sponsoring organization (SO,)
1116. The trade rotation order could also be determined
as a single trade rotation order between the sub advisor
301 and sponsoring organizations 304 and 1116.

[0259] 2256) The trade rotation engine 1114 prepares
trade rotation instructions 1115 for the sponsoring orga-
nizations 304 and 1116.

[0260] 2257) The trade rotation instructions 1115 are
communicated to the sponsoring organizations 304 and
1116.

[0261] 2258) The orders are routed to the sponsoring
organization’s order management system (OMS) 503
SO. This step is illustrated for an exemplary sponsoring
organization 306 with a similar process implemented by
all sponsoring organizations (SO,) 1116.

[0262] 2259) The sponsoring organization’s order man-
agement system (OMS) 503 SO routes the order to the
compliance engine 506 SO for evaluating the order rela-
tive to regulatory and prospectus requirements and
restrictions.

[0263] 2260) If a violation occurs (Violation=Yes), the
order is stopped from execution and routed for review by
the sponsoring organization’s compliance group (not
shown) and the sub advisor’s compliance group 2202.

[0264] 2261) If a wviolation does not occur
(Violation=No), the order is routed to the price—liquid-
ity—cost—quality engine 1200, which examines the
current market share prices, liquidity, execution cost,
and quality factors such as expected price improvement
(and execution speed) to determine the optimal combi-
nation of executing brokers providing the most cost
effective execution options.

[0265] 2262) The price—liquidity—cost—quality
engine 1200 communicates the optimal cost effective
order composition of executing brokers to the sponsor-
ing organization’s order management system (OMS)
503 SO.
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[0266] 2263) The sponsoring organization’s order man-
agement system (OMS) 503 SO selects the executing
brokers 202 and routes the orders for execution through
the communications network 502.

[0267] 2264) The communications network 502 directs
the orders to the network of executing brokers 302 and to
the designated executing brokers 202 for execution.

[0268] 2265) The executing brokers 202 execute the
trade and report the trade fills back to the communica-
tions network 502.

[0269] 2266) The communications network 502 reports
the trade fill reports back to the sub advisor’s order
management system (OMS) 503 SA.

[0270] 2267) The sub advisor’s order management sys-
tem (OMS) 503 SA sends the trade fill reports back to the
compliance engine 506 SA for post trade compliance
review. If a violation occurs (Violation=Yes), the pro-
cess as shown in steps 2230, 2231, 2232, and 2233 is
implemented.

[0271] 2268) If a wviolation does not occur
(Violation=No), the compliance engine 506 SA routes
the trade fill reports to the order entry system 700.

[0272] 2269) The order entry system 700 provides the
trade fill reports to the sub advisor’s trade/operations
group 2201, portfolio manager 1103, compliance group
2202, and the sub advisor’s 301 business support sys-
tems.

[0273] 2270) The communications network 502 reports
the trade fill reports back to the sponsoring organiza-
tion’s order management system (OMS) 503 SO. The
sponsoring organization also performs a post-execution
compliance check through the compliance engine 506
SO. If a violation occurs (Violation=Yes), the process is
implemented as shown in steps 2246, 2247, and 2248
and the sponsoring organization’s compliance group
(not shown) is notified.

[0274] 2271) If a violation does not occur
(Violation=No), the sponsoring organization’s order
management system (OMS) 503 SO routes the orders to
the sponsoring organization’s trade reconciliation sys-
tem 1117. Steps 2250 through 2271 constitute the high
touch order processing loop.

[0275] Overall, as shown by the various embodiments
described above, the system and process of the present inven-
tion provide clear, substantial, quantifiable, recurring, and
compounding cost savings and the resulting improved invest-
ment performance to fund shareholders and plan beneficia-
ries. The present invention provides a highly desirable social
utility of considerable, recurring, and compounding share-
holder and plan beneficiary savings. Indeed, a reasonably
effective implementation of the embodiment of the present
invention could easily benefit millions of Americans through
substantially improved performance of their investment port-
folios.

[0276] FIG. 23 shows exemplary projected annual savings,
based on 2005 trade data, potentially generated by an embodi-
ment of the present invention for a number of fund trusts in the
variable insurance industry for average trade execution costs
of 1.00 cent per share. Given that sponsoring organizations
(as advisor for regulatory purposes) and the associated fund
board of directors and plan investment consultants have a
fiduciary responsibility to control (minimize) operating
expenses, there exists a fiduciary obligation to evaluate and, if
appropriate, implement any process (such as those provided
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by the system of the present invention) that provides substan-
tial, recurring, and quantifiable cost savings and improved
performance to fund shareholders and plan beneficiaries.
[0277] Furthermore, the savings to the fund sharcholder
and plan beneficiaries occur each year that the funds and
accounts utilize the system and process of the present inven-
tion. Thus, these benefit of these savings compound and
become increasingly more valuable over time. FIGS. 24A,
24B, 24C, and 24D represent a compilation of research for
four popular fund trusts (groups of funds) with $38.7 BB,
$12.7 BB, $6.7 BB, and $5.3 BB in assets, and shows exem-
plary total compounded shareholder savings and resulting
improved investment performance, at an average execution
cost of 1.00 cent per share, over a 1, 3, 5, and 10 year period.
Such improved performance could, potentially, improve the
decile (ranking by tenths) or quartile (ranking by quarter)
performance ratings of these funds relative to their peers (who
are not utilizing the embodiment of the present invention).
Given that these investment portfolios are associated with
personal goals for each fund shareholder and plan beneficiary
such as a comfortable retirement, higher education, and
improved health care, the social utility created by the embodi-
ment of the present invention is potentially dramatic for mil-
lions of Americans.

[0278] For illustration purposes, portions of this specifica-
tion describe the present invention in the context of variable
insurance (including variable fund LLCs and registered
investment companies (RICs), mutual fund, or pension plan
market). However, as one of ordinary skill in the art would
appreciate, the systems and methods described herein apply
equally well to other similar markets, such as a sub advised
mutual fund market, the defined contribution market, 529
plans, hedge funds, collective investments, deferred compen-
sation plans, institutional accounts, separate accounts of
insurance companies, defined benefit pension plans, endow-
ments, and trusts. For that reason, and notwithstanding the
particular benefits associated with using the present invention
in connection with the variable insurance or pension plan
markets, the system and method described herein should be
considered broadly applicable to any market in need of cen-
tralized portfolio management, directed brokerage control,
and/or direct and automated compliance monitoring by the
sponsoring organization with primary regulatory responsibil-
ity for a given sub advised pool of assets.

[0279] The foregoing disclosure of the preferred embodi-
ments of the present invention has been presented for pur-
poses of illustration and description. It is not intended to be
exhaustive or to limit the invention to the precise forms dis-
closed. Many variations and modifications of the embodi-
ments described herein will be apparent to one of ordinary
skill inthe art in light of the above disclosure. The scope of the
invention is to be defined only by the claims appended hereto,
and by their equivalents.

[0280] Further, in describing representative embodiments
of'the present invention, the specification may have presented
the method and/or process of the present invention as a par-
ticular sequence of steps. However, to the extent that the
method or process does not rely on the particular order of
steps set forth herein, the method or process should not be
limited to the particular sequence of steps described. As one
of ordinary skill in the art would appreciate, other sequences
of' steps may be possible. Therefore, the particular order of the
steps set forth in the specification should not be construed as
limitations on the claims. In addition, the claims directed to
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the method and/or process of the present invention should not
be limited to the performance of their steps in the order
written, and one skilled in the art can readily appreciate that
the sequences may be varied and still remain within the spirit
and scope of the present invention.

What is claimed is:
1. A method for facilitating unified trading and control for
a sponsoring organization’s money management process
using a plurality of asset managers to manage the sponsoring
organization’s investment portfolios, the method comprising:
receiving orders from the plurality of the asset managers,
each order comprising a number of shares to buy or sell
for a security;
determining, for each order, whether the sponsoring orga-
nization or an asset manager is given discretion for
executing a trade for the each order, wherein the spon-
soring organization is given discretion for low-touch
orders expected to have low market impact and the asset
manager is given discretion for high-touch orders
expected to have high market impact;
enabling the sponsoring organization to, using a compli-
ance engine, review and either approve for execution or
hold from execution each said order before trade execu-
tion, wherein the compliance engine comprises a graphi-
cal user interface and associated software program
linked to a computerized rules-based logic engine that
enables each buy or sell order to be analyzed in real time;
facilitating the execution of the high-touch orders by at
least one trading organization selected by the asset man-
ager given discretion; and
facilitating the execution of the low-touch orders by at least
one trading organization selected by the sponsoring
organization.
2. The method of claim 1, the method further comprising:
defining a plurality of investment portfolios each of which
has a particular investment strategy; and
assigning an asset manager for each investment portfolio,
wherein the asset manager makes investment recom-
mendations for its respective investment portfolio,
wherein the recommendations comprise the orders, and
wherein the investment recommendations are entered
through an order entry system comprising a computer-
based graphical user interface and associated software
program and are received through a computer-based
communications network.
3. The method of claim 2, wherein the recommendations
further comprise:
instructions on how to employ a daily or periodic net cash
contribution or withdrawal;
changes in the percentage, shares, or dollar allocation of
each security in the investment portfolio; and
changes in the securities held in the investment portfolio.
4. The method of claim 1, wherein determining, for each
order, whether the sponsoring organization or an asset man-
ager is given discretion for executing a trade for the each order
comprises:
if the expected market impact is low,
routing the low-touch order to the sponsoring organiza-
tion,
following, when applicable, a random trade order rota-
tion according to a defined procedure, and
having the sponsoring organization select the at least one
trading organization according to a determination of
the most cost effective strategy for an order;
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if the expected market impact is high,

routing the high-touch order to the asset manager given
discretion, which formulates a trade strategy for the
each order that may result in a modified order,

routing the modified order to the sponsoring organiza-
tion when the modified order results in a plurality of
low impact orders, wherein the sponsoring organiza-
tion selects the at least one trading organization for
trades of the modified order expected to have low
market impact, and

retaining the each order or the modified order expected
to have high market impact by the asset manager
given discretion, wherein the asset manager given
discretion selects the at least one trading organization
for the orders expected to have high market impact.

5. The method of claim 1, further comprising determining
in real time for each order whether expected market impact is
low or high using a set of customizable logical rules.

6. The method of claim 5, further comprising receiving
changes to logical rules and adjusting the logical rules in real
time.

7. The method of claim 5, wherein determining whether
expected market impact is low or high comprises receiving a
real time feed of market data and using the market data in
determining expected market impact.

8. The method of claim 1, wherein facilitating the execu-
tion of the low-touch orders comprises transmitting the low-
touch orders to the at least one trading organization selected
by the sponsoring organization over a computer network
without human intervention.

9. A computer system for facilitating unified trading and
control for a sponsoring organization’s money management
process based on input from a plurality of asset managers to
manage the sponsoring organization’s investment portfolios,
the system comprising:

a high touch-low touch engine, for determining, for each
order of a plurality of orders received from the plurality
of asset managers, whether the sponsoring organization
or an asset manager is given discretion for executing a
trade for the each order, wherein the sponsoring organi-
zation is given discretion for low-touch orders expected
to have low market impact and the asset manager is given
discretion for high-touch orders expected to have high
market impact;

a compliance engine that enables the sponsoring organiza-
tion to review and either approve for execution or hold
from execution each said order before trade execution,
wherein the compliance engine comprises a graphical
user interface and associated software program linked to
a computerized rules-based logic engine that enables
each buy or sell order to be analyzed in real time,

wherein the high-touch orders are executed by at least one
trading organization selected by the asset manager given
discretion, and

wherein the low-touch orders expected to have low market
impact are executed by at least one trading organization
selected by the sponsoring organization.

10. The computer system of claim 9, further comprising a
computerized trade reconciliation system for reconciling, by
the sponsoring organization, a plurality of trade allocation
reports and trade fill reports for the investment portfolios,
wherein the plurality of trade allocation reports and trade fill
reports comprises trade fill reports for the trades executed by
the sponsoring organization and trade allocation reports and
trade fill reports for the trades executed by the plurality of
asset managers.
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11. The computer system of claim 9, wherein the high
touch-low touch engine determines whether the sponsoring
organization or an asset manager is given discretion for
executing a trade for the each order by:

if the expected market impact is low,

routing the low-touch order to the sponsoring organiza-
tion,

following, when applicable, a random trade order rota-
tion according to a defined procedure, and

having the sponsoring organization select at least one
trading organization according to a determination of
the most cost effective strategy for an order;

if the expected market impact is high,

routing the high-touch order to the asset manager given
discretion, which formulates a trade strategy for the
each order that may result in a modified order,

routing the modified order to the sponsoring organiza-
tion when the modified order results in a plurality of
low impact orders, wherein the sponsoring organiza-
tion selects at least one trading organization for trades
of the modified order expected to have low market
impact, and

retaining the each order or the modified order expected
to have high market impact by the asset manager
given discretion, wherein the asset manager given
discretion selects at least one trading organization for
the orders expected to have high market impact.

12. The computer system of claim 11, further comprising a
trade order rotation engine that determines the random trade
order rotation by:

determining the trade order rotation for execution between

an asset manager initiating the trade and the sponsoring
organization or a plurality of sponsoring organizations
acting as advisor or administrator for respective invest-
ment portfolios; and

determining the trade order rotation among the plurality of

sponsoring organizations acting as advisor or adminis-
trator for the respective investment portfolios.

13. The computer system of claim 9, further comprising:

data records associated with a plurality of discrete invest-

ment portfolios each of which has a particular invest-
ment strategy, each of the discrete investment portfolios
being assigned to an asset manager and a data record of
the assignment being stored within the system; and

an order entry system including input/output hardware for

communicating with the plurality of asset managers and
receiving data input from the asset manager reflecting
investment recommendations for an investment portfo-
lio assigned to the asset manager, the data input com-
prising orders to trade a specified number of shares for
each security based on the recommendations, the order
entry system further comprising a computer-based
graphical user interface and associated software pro-
gram.

14. The computer system of claim 9, wherein the high
touch-low touch engine comprises a graphical user interface
and associated software program linked to a computer rules-
based logic engine that enables each buy or sell order to be
analyzed in real time.

15. The computer system of claim 9, wherein the high
touch-low touch engine determines in real time for each order
whether expected market impact is low or high using a set of
customizable logical rules.
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16. The computer system of claim 15, wherein the high
touch-low touch engine receives changes to logical rules and
adjusts the logical rules in real time.

17. The computer system of claim 9, wherein the high
touch-low touch engine receives a real time feed of market
data and uses the market data in determining expected market
impact.

18. The computer system of claim 9, wherein the high
touch-low touch engine transmits the low-touch orders to the
at least one trading organization selected by the sponsoring
organization over a computer network without human inter-
vention.

19. A method for facilitating unified trading and control for
a sponsoring organization’s money management process
using a plurality of asset managers to manage the sponsoring
organization’s investment portfolios, the method comprising:

receiving orders from the plurality of the asset managers,

each order comprising a number of shares to buy or sell
for a security;
determining, for each order, whether the sponsoring orga-
nization or an asset manager is given discretion for
executing a trade for the each order, wherein the spon-
soring organization is given discretion for low-touch
orders expected to have low market impact and the asset
manager is given discretion for high-touch orders
expected to have high market impact;
enabling the sponsoring organization to, using a compli-
ance engine, review and either approve for execution or
hold from execution each said order before trade execu-
tion, wherein the compliance engine comprises a graphi-
cal user interface and associated software program
linked to a computerized rules-based logic engine that
enables each buy or sell order to be analyzed in real time;

instructing the asset manager given discretion to execute
the high-touch orders by at least one trading organiza-
tion selected by the asset manager given discretion; and

facilitating the execution of the low-touch orders by at least
one trading organization selected by the sponsoring
organization.

20. The method of claim 19, the method further compris-
ing:

defining a plurality of investment portfolios each of which

has a particular investment strategy; and
assigning an asset manager for each investment portfolio,
wherein the asset manager makes investment recom-
mendations for its respective investment portfolio,

wherein the recommendations comprise the orders, and

wherein the investment recommendations are entered
through an order entry system comprising a computer-
based graphical user interface and associated software
program and are received through a computer-based
communications network.

21. The method of claim 20, wherein the recommendations
further comprise:

instructions on how to employ a daily or periodic net cash

contribution or withdrawal;

changes in the percentage, shares, or dollar allocation of

each security in the investment portfolio; and

changes in the securities held in the investment portfolio.
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